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PREFATORY REMARKS 


THiS Report for the year ended Sist March 
1993 has been Prepared for submission to the Governor 
under Article 151 (2) of the BonstitutiLions 


The audit of revenue receipts of #the State 
Government is conducted muager: Section 6. of the 
Comptroller and Auditor General’s (Duties, Powers and 
Conditions of Service) Act, 1971. This Report presents 
the results of audit of receipts comprising sales tax, 
state excise, taxes on motor vehicles, taxes on 
agricul tural income , land revenue, stamp duty and 
registration fees, entry tax and forest receipts. 


The cases mentioned in this Report are among 
those which came to notice in the course of test audit 
of records during the YeOaroisee-7S as weld) ds. those 
noticed in earlier years but could not be covered in 
previous years’ Reports. 


vi 


OVERVIEW 


This report contains 49 paragraphs including 


2 reviews relating to non-levy/short Levy of 
taxes, duties, interest, penalty GEC eG involving 
Rs.29.77 crores. Some of the major findings are 


mentioned below: 
te General 


i The revenue raised by the State Government 
during 1992-93 amounted to Rs.3900.35 crores comprising 
Rs. 3097.81 crores as tan revenue and Rs.807.54 crores 
as non-tax revenue.  Rs.931.97 crores were received 
from the Government of India as the State’s share of 
divisible Union taxes and Rs.589.34 crores as grants- 
in-aid. Sales tax (As.1775.80 crores) formed a major 
portion (37 per cent) of the tax revenue of the State. 
interest receipts {RAs.356.94 crores) formed a major 
portion (44 per cent} of the non-tax revenue. 
(Paragraph 1.1) 


oe At the end of 1992-93, the arrears in respect 
Of principal heads of revenue viz., Sales Tax, State 
Excise, Taxes on Vehicles, Taxes on Agricultural 


Income, Forest Receipts, Entry Tax, Entertainment Tax 

and Profession Tax amounted to As.S501.271 crores af 

which Sales Tax alone accounted for Rs.255.91 crores. 
{Paragraph 1.3} 


Cease Test check of the records of Sales Tax, State 
Excise, Motor Vehicles, Land Revenue, Forest and other 
departmental offices conducted during the year 1992-93 
revealed under-assessments, short levy, loss of revenue 
etc., amounting to As.115.26 crores in 1942 cases. The 
concerned departments accepted under-assessments, short 
levy, failure to raise demands etc., of Rs.25.85 crores 
of which As.3.02 lakhs had been pointed out in 1992-93 
and the rest in earlier years. Departments recovered 
Rs.54.34 Llaths at the instance of audit. | 

(Paragrapb 1.10) 


{iv} 2516. inspection reports (issued up toa 
December 19927) containing 6452 objections involving 
revenue of Rs.27627.464 crores were pending settlement at 


the end of June 1993. 
(Paragraph 1.11) 


‘f 1. 1 


Vida d 


wie Sales Tax 
(i) A review an “Internal controls for 
agReaSMEeNtS under sales tax in the Commercial Taxes 
Department’ revealed the following: : 
(a} There were delays up to 44 months ain the 
receiot of monthly and annual returns of turnover from 
dealers, but no penalty was levied. Failure/delay in 
the 15sue of notices in @ cases resuited ain non- 
imposition of penalty of Re.23.48 lakhs. There 15 no 
provision in the Marnataka Sales Tax Act for levy of 


interest on short paid tax for the period of che hye as 


in other States Jike Maharashtra. 
{Paragraphs 2.2.5 and 2.2.6) 


(b) ee Ws lakhs assessments were pending 
finalisation at the end of March 1992. On an average, 
37-39 per cent assessing officers failed to achieve the 
targets prescribed for disposal of assessments. 


involving 
finalised 
revenue 


In & offices, 166 assessments 
aggregating ARs.58.22 lakhs were 
belated realisation of 


demands 

belatedly resulting ifs 

by Government. 
{Paragraph 2.2.7) 


Lica? cases, transactions aggregating 
Rs.112.02 crores were allowed exemption on the basis of 
declarations in Form 32 without cross verification. 
Transactions for Rs.1.06 crores relating to S$ dealers 
for which such exemptions were allowed were not cross— 
verified before cancellation of their registration. 

(Paragraph 2.2.98) 


tc? 


(d} Provisions and procedures regarding 


verification of sales ‘by wholesale dealers to retail 
dealers, shop inspections and test purchases by 
assessing authorities, intended to ensure proper 


accounting of transactions by dealers of 
tax due, were generally not observed. 


(Paragraphs 2.2.9 and 2.2.11) 


anid payment 


of stock and w“tilisation 
inputs worth Rs.5.05 crores 


{e@} Verification 
accounts of industrial 


involving tax concession 


41 manufacturing dealers 


of As.19.42 lakhs purchased by 
was nor done as required. 
(Paragraph 2.2.10} 


oT. In & offices, 250 cheques amounting to 
Rs.91.41 lakhs received during 1990-97 were Presented 
for collection after delays of 11 days to 92 days. 


In 2 other offices, 987 post—-dated cheques 
amounting to As.7.89 lakhs encashable only after 
«< — 147 days were accepted. 


(Paragraph 27.22.12) 


(gq) G2 Registers of DCB revealed omissions to 
book demands aggregating Rs.42.09 lakhs in 74 C2ses and 
omissions to carry-forward demands amounting to Rs.7.59., 
lakhs in 19 cases. 


In one case, ‘as against the actual tax 
collection of RAs.APL73 lakhs, an amount of Ks.8@.73 
lakhs was entered in the G? Register which reduced the 
tax demand against the dealer by Rs.6 lakhs. 

(Paragraph 2.2.13) 


th} In 176 cases involving tax effect of Rs.61.78 
lakhs, re-assessments based on reports of Intelligence 
Wing were made after delays up to 40 months after the 
Prescribed time limit of 2 to % months resulting in 
delays in raising demands. : 
. (Paragraph 2.27.15) 


(i) Delays ranging from 18 days to 240 days were 
noticed in serving demand notices in 491 cases with tax 
effect aggregating Rs.114.70 lakhs. This resulted not 
only in the belated realisation of revenue but also in 
unintended benefit to the delaers. : , 
. (Paragraph 2.2.17) 


€j} Arrears in internal audit of assessments 
(ranging from 46 per cent to 59 per cent), delay in 
settlement of objections pointed out by the internal 
audit wing etc., rendered the internal audit system 


weak and ineffective. 
(Paragraph 2.2.20) 


(ii) fipplication of incorrect rate of tax in 9 
cases and incorrect classification of goods in 5 cases 
resulted in short Levy of tax aggregating Rs.32.08 


lakhs. 
{Paragraphs 2.3 and 7.4) 


Cras) Incorrect grant of concession im 11 cases 


resulted in short levy of tax of Rs.12.78 lakhs. | 
(Paragraph 2.5) 


(iva In 16 cases, incorrect determination of 
taxable turnover resulted = in short levy of tax 


amounting to Rs.19.468 lakhs. 
(Paragraph 2.6) 


Cv} Incorrect grant of exemption in 11 cases 
resulted in short levy of tax aggregating As.67.11 


Lakhs. 
(Paragraph 2.7) 


(vid Omissions to Levy tax im 2 cases resuited in 
non-Levy of tax of As.468.79 Lakhs. 
(Paragraph 2.8) 


Vo ie In 3 cases involving excess collection of tax 
amounting to Rs.47.05 lakhs by the dealers, demands for 
penalty were not raised by the department till these 


were pointed out in audit. 
(Paragraph 2.123 


aS wi State Excise 


i} Licence fees in 4618 cases amounting to 
Rs.844 lakhs were short realised due to failure to 
apply revised rates effective from ist July 27690/July 
hry ao 

(Paragraph 3.2) 


i a In one case, short recovery af export duty on 
beer exported amounted to As.i2.30 Lakhs. . 
(Paragraph 3.5) 


Cher) In one office, interest amounting to As.11.B81 
lakhs due an belated remittances of rent for Liquor 
shops was not recovered. 

(Paragraph 3.6) 


4. Taxes on Motor Vehicles 


In 7 regions, non-renewal of certificates of 
registration of 45548 non-transport vehicles resulted in 
non-collection of registration fee of Rs.3.79 Lakhs. 
Penalty not exceeding Rs.46.97 Lakhs though leviable was 
not leyied. 

{Paragraph 4.4) 


ee 


wie Taxes on Agricultural Income 


(i) Tax amounting to As.6.19 Lakhs was not Levied 
on the income relating to a dissolved firm. 


(Paragraph 5.2) 


CLE Failure to club the income of minor 
children/wite of an individual concerned in one case 
and incorrect determination of income in 2 cases 
resulted in short levy of tax of Rs.3.58 lakhs. 

7 (Paragraphs 3.3 and 5.4} 


&. Land Revenue 


C33 At the end of the revenue year 1991-92, the 
arrears of water rate, maintenance cess and penal water 
rate in respect of water used for agricultural purpose 
amounted to Rs.149.86 crores. 

CParagraph 6.2.A (a) 


Cii} Omissions to raise demands of water rate by 
12 Zilla Parishad Engineering divisions resulted in 
non-realisation of revenue of at least Re.32.74 Lakhs. 

3 {Paragraph 6.2.A (b)(i}] 


Ciiid - Won-levy, short Levy and non-booking of penal 
water rate in 8 taluks amounted to Rs.5446.25 Lakhs. 
(Paragraph &6.2.A (d)}] 


a 


Civ} Arrears of water rate for water used for non- 
agricultural purposes from 18 institutions amounted to 
Rs.158.45 Lakhs. 

| {Paragraph 6.2.B (b)] 


Cw} Mon-Levy and short levy of maintenance cess 
in 2 taluks amounted to Rso.16.74 Lakhs. 
(Paragraph 6.3) 


i Ar Other Tax Receipts 


(1) Incorrect grant of exemption in ane case 
resulted in non-levy of stamp duty and registration fee 


amounting to As.14 Lakhs. 
(Paragraph 7.2) 


(Lid Short Levy of stamp duty and registration fee 
on 2 lease deed amounted to Rs.35.61 Lakhs. 
(Paragraph 7.5) 


8. Non—-tax receipts 


Ci} A review on ‘working cof timber coupes and 
timber depots” revealed the following: 


(2) Disposal of timber and firewood in auction 
sales below the average rates in 3% depots in April 
1989, May 199C: and November and December 17971 resulted 


in loss of revenue of Rs.8.43 lakhs. 
(Paragraph 8.2.8) 


ib) Auction sales of teak poles at less than the 
seigniorage rates in % depots between November 19786 and 
January 1992 resulted in loss of revenue of Rs.31.07 


lakhs. 
(Paragraph 8.2.9) 


(c} Failure to adopt common selling rate for 
rosewood logs sold to a company during t?H7-91l resulted 


in loss of Rs.18.78 lakhs. 
iParagraph 8.2.13) 


(d} Loss on account of non-recovery of selection 
charges in respect of timber sold in 7 depots during 
1967-91 amounted to As.13.47 lakhs. 

: (Paragraph 8.2.34) 


{e} Failure of a company fa remove the rosewood 
logs selected by it from 5 depots during August and 
September 1991 resulted in locking up af revenue of 
Rs.49.33 lakhs besides causing deterioration of the 
material. 

(Paragraph 8.2.15) 


(fF) Delay in remittance af demand drafts 
(Rs.584.06 lakhs) and call-deposit receipts -(Rs.259.87 
lakhs? relating to the period between April 1987 and 
December 1991 by & depots ranged between 25 days and 
L139 days. In one depot, cali-deposit receipts worth 
Rs.46.77 lakhs shown as remitted to treasury in 
November 1989 were actually remitted only on Lith 
January 1993. 

(Paragraph 8.7.19) 


(itd In 2 divisions, arrears of seigniorage rate, 
interest and pensl interest from 19 wood -based 
industries amounted to Rs.250.80 Lakhs. Dut of -the 


total arears, Rs.218.08 lakhs were recoverable fram 18 
industries privately owned. a 


(Paragraph 8.3) 


ee ne 


2343 Short levy of forest development tax in one 
Case amounted to Re.i?.44 lakns, 
{Paragraph 68.4) 


Civ WMon-issue of Way Permits in respect of Lon 
mre removed from forest resulted in evasion of i ai — 


+ 


permits fer amounting to Rs.L3.92 Lakhs. 
(Paragraph 8.7) 
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CHAPTER 1 
GENERAL 


| eS ie Trend of revenue receipts 


The tax and non-tax revenue raised by the 
bavernment of Karnataka during the Year IWe2-s se. ie 
State s share of divisible Union taxes and grants—in- 
aid received from the Government of India during the 
year and the corresponding figures for the preceding 
two years are given below: 


Re ee AOA ILE PTONORAALED VOLTS CEOOL TOAD ERIS CTC AE ELE EDEL ISDE TCOLT OTE EN SOEEE TS PIAUOES POOLED STINE TESaR SEAOTEESERES FUPSOEU TED 150 OSiNES OS OBST ERICONERES ELEN Ont 190 seer yotas ashnwspisenbdesebesEphosnts cinéed eoursieeciiniserces tudes 


1990-91 1991-92 1992-932 
({n crores of rupees} 


cee ee eT ee Teen OOO IOI LE EDL TITTY NTO TRAST ALES 5° 11 STUDI ITTILS #0 TACOS LALTC SLT IECS CAEN IG ITIOOTN GOP 08 SFT SE SITET TEES TOE“ OS 8 EOTNSEAS SSOP OOTONSS SORETO EEOC OLISS 59 9 CIS ONS! PONS eS ErSErEES nn MtOTESSSSTSOUDEDETETIOsNEEpESbeS S995 0Sht dnppe-sesneseesoetetenroeerereer 


1, Revenue raised by the State 


Government 

(a) Tax revenue 2332.12 2700.20 3097.81 

(b)} Non-tax revenue 317.20 621.28 802.54 
Total 2849.32 3521.48 390.39 


If. Receipts from the Government 
of India 


(a) State's share of divisible 


Union taxes 640.35 782.98 931.97 
{b) Srants-in-aid 382.51 471.91 587.54 
Total 1042.86 Be aj 1921.31 
[If. Total receipts of the State 
Government (] + IT) 3892.18 4779.47 3421.66 
IV. Percentage of 1 to III 73 74 72 
£4) The details of tax revenue raised during the 


year 1992-93 and for the preceding two years are given 
below: 


* For details, see Statement No.11 - Detailed account of revenue by minor heads in the 
Finance Accounts of the Government of Karnataka 1992-95. 


AG-3 


cooerer: ATONE DNe Erte Ht Lem terEnE TER Genet Ones. *tH8T RA AOORTT CSTE IO ERE TMD OO EOL EREE ETE EE MOR CREECH MO RET HNEEORE AIEEE LTA TASER EG SATE EEE MESO DOO EE EIT ETED OOM H MEE IE MEEEEESRM EL OEP REST OP aS Oe inens teh eDL erennntSetTEtEes mipenencenpees Heemeeg 
nr cesegerene eteneesenanee se eeeneneqnne wen tes tectewe encore rene 


Revenue heads 1990-91 1991-92 1792-93 Percentage 
| of increase (+) 
or decrease (-) 


(In crores of rupees) } in 1992-93 
over 1991-92 
1. Sales Tax 1316.92 1653.23 1775.80 Ca aes 
2. State Excise 429.69 310.32 3 fo PAS ayo 1 
3. Stamps and Registration Fees 144.28 206.01 224.38 729 
4. Taxes on Vehicles 192.43 227.47 220.91 ee 
3. Taxes on Goods and Passengers 65.49 82.06 107,84 {+} 34 
& Taxes and Duties on Electricity 32.72 76.14 85.85 Ate Be 
7. Other Taxes and Duties on 
Commodities and Services 67.78 70.82 That 9 
8. Other Taxes on Income and 
Expenditure 40.22 47 .B9 61.07 {+} 28 
9. Land Revenue 15.54 L717 14.78 al eae 
10. Taxes on Agricultural Income 7.23 9,07 (+ 
Total 2352,12 2900.20 3097 Bt ae ad 


| Reasons for variations between receipts 
during 1991-92 and 1992-93, though called for from 
Government, have not been received (December 1s cs se 


(il) The details of non-tax revenue realised 
during the year 1992-93, along with. the figures for the 
preceding two years are given below: 


*ePSOnO PEP IOLONT 50880 S0OP SENSO RTSOSLEEES COtEDEE ASS SSSED HbR Seu the 260s SOees serene Hb tes: _ 
A008 seeepe ews rse eee viatedet one AAO TEe Neneh cwaeen ans. MAELO eORK NPEE st shew eeeeee sheep Mmeenenbeny erent wae HAA NOT ett etas Matti net Rees eee hes aeRO Ore teAt hn ot Reber ee teh Its eeneehebenmnn sb ne ee he 


Revenue heads 1990-91 1991-92 1992-95 Percentage 
of increase (+) 
or decrease {-) 


(In crores of rupees) in 1992-93 
over 1991-92 
j y4 3 4 3 


1. = Interest Receipts 255.49 251.30 356.74 (+) 94 


2. Miscellaneous General 
Services 24.73 4).90 126.97 (+)209 


5. . Forestry and Wildlife 38.18 61.69 679.09 (+) 12 


a a ee RN er tet 1O8 IS 08887 HFRS DNES betes rer eesecs setrtanre reson ne soenesereteseyeewwereserces Atte OOO Retna 0H 109 See eeeew heres see, woeneree tesa e ee: 


5. Non-ferrous Mining 
and Metallurgical 


industries 17.28 25.20 34.38 (+) 57 
6. Village and Smal} 

Industries 30.25 53,47 Eins (-) % 
7. Major and Mediua 

Irrigation 16.89 30.15 16.45 {-) 45 
8. Medical and Public 

Health 10.48 10.37 11.24 (+) 8B 
nd Co-operation Jere 9.49 8.43 (3511 


10. Contribution and 
Recoveries towards 
Pension and Other 


Retirement Benefits 6.74 7.85 3.97 {(-) 17 
11. Crop Husbandry 4.Bt 4.73 5.84 (+) 23 
12. Industries 8.52 6.89 4.73 {-} 47 
13. Stationery and 
Printing 5.03 4.06 2.40 (=t06 
14. Others 9.92 (+ 
Tatal 317.20 621.28 802.54 (+) 29 


Reasons for Variations between receipts 
during 1991-92 and eee as though called for from 
Government, have not been received (December 1993). 


bate Variations between budget estimates and 
actuals 
ae The variations between the budget estimates 


Of revenue for the year 1992-93 and actual receipts are 
given below: 


808 61 OO RNR LENE MORENO LEONE HELENE OE OOEREEL OED TE EERO Ht RES AERTS ROTTED > EANELEEEL OREETERSEDLLE EEL OF LEOIREDOLENES ELE INEATAOLIESESESELYI EG EA MERAEEE RAN RG DT AEM RE DEEE LES br Etht Seren s mr RbRAhe tte MERET SHEE Sy kins se -eeneeneees it /emed 
one bao tone 604 deren: ot 


Budget Actuals Variation Percentage of 
Estimates Excess (+) variation 
Shortfall (-) 
(In crores of rupees) 


1. Tax revenue 3478.11 3097 Bi {-) 390.30 (-) ti 
2. Non-tax revenue 717.56 862.54 (+) 65.04 (+} 12 
3. State's share of 
divisible Union taxes B39. 34 931.97 (+) 92,63 i+) 11 
4. §Grants-in-aid from 
the Government of 
India &37.96 589.34 {-) 48.62 {~} 8 
Total 9672.91 5421.66 (-) 21.2 {-) 4 


headache nedeeieheiehammetane ieeeiadebbenameeh eatin atanenenemen nana eee eee me ee Cw eereCreTs +8 SSLET LEE TALS LOPS Ha" Lt HS ELOAL ELEY EY COLE LES HOY MLE TEEE HOt CEE Ute SY ILE SS ES OS RENEE STEhESte nl te beeensene seer eee: sasserecsreaser miureereteesens + 
° 


sue « The variations between budget estimates and 
actual receipts under the principal heads of revenue 
for the year 1992-93 are shown below: 


Budget Actuals Variation Percentage of 
Estimates Excess (+) variation 
Revenue heads Shortfall) (-) 
(In crores of rupees) 

a 

1. Sales Tax 2033.00 1775.80 {-} 257.20 {-} 13 

2. State Excise 573.00 515.33 (-) 57.67 {-} 10 

3. Stamps and Registration 
Fees 275.00 224.38 {(-) 30.42 {-} 18 
4. Taxes on Vehicles 224.00 220,51 io es a {=}>°2 


J. Taxes on Goods and 
Passengers 103.00 169,84 (+) 6,84 (+) 7 


6. Taxes and Duties on 
Electricity 75.94 85.85 (+) 9.89 (+) 13 


7. Other Taxes and Duties 
on Commodities and 


Services 90.15 77.39 (=) 12,76 (-) 14 
8. Other Taxes on Income ; 

and Expenditure 71.00 61.07 ae doo A A (-) 14 
9. Land Revenue 20,00 16.78 ta) SO? {-) 14 


erent vOay Oy SPO >ICLER Di Te be MBO saeeeveseVE® 1060 Rees mo WEELOLELAIOHOLLSOLEGESDEEHeiHONs/Abr+ 401. teepes 


10. Taxes on Agricultural 


Income 13.00 10,86 fod came (-) 16 
11. Interest Receipts 742.80 356.94 (+) 14.14 (+) 4 
12. Power 39.71 36.67 (+) 0.96 A ae 
13. Forestry and Wildlife 94.22 59,09 ("als fot aya | 
14. Miscellaneous Seneral 

Services | 35.00 126.57 (tho Figay (+}262 
15. Village and Smal} 

Industries 19.97 21.55 (+) 1.38 tho.) 
16. Major and Medium 

Irrigation 24.0) 16.45 (=) Sas Sag es | 
17. Non-ferrous Mining and 

Metallurgical Industries 79,00 36.38 {+} 3 (+) 24 


18. Industries 14,76 4.73 


me Ree 5 haan nee aN ae NERS OUSEOTONE CoO WS tAOAY trpbodoettaee voce sbaue st hberteseealowbbeus pars socbibevonapebeiactetant mim iesebor soe venwe oo naan n ene ee enere 


(-) 10.03 


The reasons for variations between the budget 
estimates and the actuals as reported by 3 departments 
(between September 199% and January 1994) were as 
unders 


(a) Shortfall (10 per cent) under ‘State Excise’ 
was attributed to short collection of rent due to court 
Stay etc. 


(b) In ‘Stamp Duty and Registration Fees‘, 
shortfall io, OT terre ES reportedly due to 
restrictions imposed on sale of land around Bangalore 
for residential purpose, flood havocs in -certain 
districts and other disturbances. 


(c} Under ‘Forestry and Wildlife’, shortfall (27 
per cent) was mainly due to non-realisation of value of 
sandalwood sold. 


Reasons for variations under other heads of 
revenue, though called for from departments/Government, 
have not been received (December 1992). 


a5 New taxation measures 


The particulars of changes in the existing 


pattern of taxation and anticipated 


increase in revenue 


along with actual realisation during the year 1992-93 


are given below: 


steeeeeneenehensentensterene Heneeeee en epnraaner See murnweee N14 ott RE LE ELLSTRE LENT EEE OL OERETT Here TERETE SERA CUneAeeee HeeneEts HOA ChhEEeLbenhereTs Heeens 4 nes eneeebehert -thenveren ies 


Additional resources 


Measures Proposed Realised 
(In lakhs af rupees) 


(a) Saleetias = 
Jmposition of tax on 3380. 00 

certain commodities 

which were hitherto 

exempt, increase in 

the rates of tax on 

certain commodities 

and increase in the 

turnover tax payable 

by certain class of 

dealers. 


3015.00 


(b) Entry Tax: 


Tapasition of entry 
tax on certain 
commodities which 
were hitherto not 
taxable 


11.300.00 4313.00 


{c} State Excise: 


y 


(1) Increase in duty on ‘1737.00 


arrack, Indian 
liquor, fenny, beer 
and draught beer 


1423.00 


(11) Increase in export 172.00 262.00 
duty and import tee 
on Indian liquor 
and beer 


(111) Increase in litre 1627.00 185.00 
tee on Indian 
liquor and fenny 


Nhe tenes es eeunseeeeneeeresen Onset OOOIS SIT EORE NIRIREE HN FIAAGD RRC AtE SO ReRReRR EE SEE. $4 44 LAURIER ES neeE ee nt eer aeeeeee heprehoes eee 


Percent- 

age of Remarks 
Excess (+) 

Short- 

fall: (=] 


4 3 


(-) 44 Shortfall was 
attributed to 
withdrawal of tax 
In Some Cases and 
exemptions grant- 
ed in certain 
other cases 
during the course 
of the year. 


(-) 62 Shortfall was 
attributed mainly 
to non-imposition 
of tax on some of 
the commodities 
a5 originally 
proposed. 


t+) 7 Excess was due to 
increase in sales 


(+) 52 Excess was due to 
increase in 
export and import 


i+) 94 Reasons not 
furnished 


ee ae ee ae a eee Part 


Se er ae eT od 


1 i 3 é J 
{iv) ‘Increase in licence 320.00 ihe es Be (-) 39 Shortfall} was 
fee for arrack attributed mainly 
bottling units, to non-realisa- 
distilleries, wine- - tion of revenue 
ries, breweries, due to court 
alcoho) based cases, 


industries etc. and 
label approval 
within State and 


Outside Statevetin we ea 
2277.00 2379.77 193235) 

{d) Motor Vehicles Tax: 
Increase in tax in 934.00 1132.00 (+) 23 Excess was 
respect of goods attributed to 
vehicles, maxi cabs, increase in 
stage carriages, number of 
motor cabs and i vehicles. 
jeeps, motor cycles, 
ordinary and 
luxury buses, 
Grand Tota) 19893.00 1083977 

1.4, Cost of collection 


The gross collections in respect of major 
revenue receipts, expenditure incurred on their 
collection and the percentage of such expenditure to 
gross collections during the years 1990-91, 1991-92 and 
1992-93 alongwith the relevant all-India average 
percentage of expenditure on collection to gress 
collection for 1991-92 are given below: 


sate ones: ae eee tee eee Sprvenencavens revettev-eeeroOwwy oCeeeerOreess 0191 CSSOSIOS OSES CCT SITS LOSOSS OTM O=OETREEOS ERA LOREESUIESSSSO He TeStEN eDOSISTESTS ebbeve Seat esestiecoeatnereoeiresssesee See nsneeenenemetet tens teeeree 
saeee ee menarentectencoeneeesee Att 92m ev weneenen estes reeee esos 


S eennnenannienstionsnetomionl 


Revenue heads Year Bross Expenditure Percentage All-India average 


collec- = on collec- of cost of — percentage for 
tion tion collection the year 
to gross 1991-92 
(In crores of rupees) collection 
eae een cee po —— — 
1. Sales Tax 1790-971 1322.94 15,64 ! 
1991-92 1658.82 197,10 1.9 
1992-93 1775.80 21.26 1 
2. State Excise 1790-91 430.81 10,84 3 
Lyre 913,73 1.79 2 269 
1992-93 315,33 13,48 3 


As on S3ist March 1993 


respect of principal 


heads of 


: i 2 3 4 4 
3. Taxes on Vehicles 1990-91 192.60 me 3 
1991-92 227.68 6,44 3 3 
1992-93 720.51 6.37 3 
4. tamps and Regi- 1990-91 146.36 6,82 7 
stration Fees 1991-92 209,59 9,0) 4 3 
1992-93 224,38 9.33 4 
5. Taxes on 1990-91 i3 0.31 4 {Not 
Agricultural 1791-92, 9.2 0.32 3 avallable) 
Income 1992-93 10.B8é 0.34 3 
oe ee Uncollected revenue 


arrears of revenue in 
reyenue, aS 


reported by 


the departments concerned are given below: 


Head of revenue 


Amount of 


as 


Arrears 


arrears more than 
as on ist D years 


March 1993 ald 


{In crores of rupees) 


re ee me Cees Tents cs ere Dee estes bes SOTO BOOT Sto erente fy Set leet Stet nan Det enti nent COnsnn caret Ott an neane re 


1. Sales Tax 


2. Scate Excise 


; ees ee 
295.91 y 
175.76 57.30 


crores of 


rupees } 


Remarks 
2 ae a 


crete one ree mete ete hort sate i met tet eer owner ite Ser tsttes feet teett ane 


Mut of Ro.755,91 crores, 
Rs.60.19 crores had been certi- 
fied for recovery as arrears of 
jand revenue, recoverry of 
Rs.59.80 crores had been stayed 
by the courts, Rs.10.28 crores 
could not be recovered due to 
the dealers becoming insolvent, 
Rs.2.39 crores were likely to 
be written off and balance of 
Rs.123.45 crores was under 
various stages of action. 


Nf the total arrears of 
Rs.175.76 crores, Rs.30.71 
crares had been certified for 
recovery as arrears of land 
revenue, recovery af Ro.94.23 
crores had been stayed by the 
courts and balance of Rs.50.82 
crores was under yarious 
stages of action. 


Z 
4 
( 
x 
{ 


ee ee ee ee ee ae ee ee 


Se Ty ne Cod ne eee 


a ee ae ee ee ee ee ee 


: 
‘ 
' 
3 
{ 


3. Taxes on Vehicles 


4. Taxes on Agricultural 
Income 


5. Forest Receipts 


& Entry Tax 


7, Entertainments Tax 


mi 


27.97 


23.22 


2.00 


4.995 


en ee POON 84 A488 *8OF 88 LR RONs OO HUNT eEe be Sane Leer Ens eo rebeewrarees 


Dut of the total arrears o+ 
Rs.3.38 crores, Rs.0.53 crore 
had been certified for recovery 
as arrears ef land revenue, 
recovery of &s.0.13 crore had 
Deen stayed by the courts, 
Rs.0.45 crore was likely to be 
written off and arrears of 
Rs.2.27 crores were under 
various stages af action. 


Out of Rs.5.59 crores, Rs.0.18 
crore had been certified for 
recovery a% arrears of land 
revenue, recovery of Rs.2.98 
crores had been stayed by the 
courts, Rs.0.01 crore was 
likely to be written off and 
Rs.2.42 crores were under 
Various stages of action, 


Of the tota! arrears of 
Rs.27.97 crores, Rs.6.36 crores 
had been certified for recovery 
as arrears of land revenue, 
Rs.2.03 crores were likely to 
be written off and arrears of 
Rs.19.58 crores were under 
various Stages of action. 


Of the arrears amountina to 
Rs.20.22 crores, Rs.2.51 crores 
had been certified for recovery 
as arrears of jand revenue, 
recovery of fis.10.44 crores had 
been stayed by the courts, 
Rs.0.06 crore could not be 
recovered as the dealers became 
insolvent, Rs.0.03 crore was 
likely to be written off and 
Rs.6.96 crores were under 
various stages of action. 


Of the total arrears amounting 
to Rs.2 crore, Rs.0.13 crore 
had been certified for recovery 
as arrears of land revenue, 
recovery of Rs.0.18 crore had . 
heen stayed by the courts and 
arrears of Qs,1.469 crores were 
uncer various stages of 

action 


we 
j 2 3 4 
8. Profession Tax. 10.38 4 Dut of the total arrears of 


Rs.10.38 crores, Rs.0.53 crore 
had been certified for recovery 
aS arrears of land revenue, 
recovery of Rs.0.01 crore had 
been stayed by the courts and 
the balance of Rs.9.B4 crores 
was under various stages of 
action. 


Total 901.21 


* Details called for from the department i nm April 
i793 have not been received (Gecember 1993). 


mates tree eee ae rome 


16. Remissions and write-off of revenue 


In the Forest Department, in 254 cases, 
arrears of revenue aggregating Rs.319.84 Lakhs 
pertaining to the years from 1957-58 to 1988-89 were 
written off during the year 1992-93, This included 
Rs.207.28 lakhs representing cost of firewood due from 
the Karnataka State Forest Industries Corporation and 
Rs.81.15 lakhs being cost of timber due from the Social 
Weifare Department written off as per Government orders 
(September 1992 and November 1997). The balance of 
Rs.51.43 lakhs was written off on grounds, such as, 


records not traceable, whereabouts of defaulters not 
known and other reasons. 


bY sn Re funds 


Position of refund cases during the year 


Ao ee ws aS reported by 3 departments is indicated 
2e@ lows: 


tn nine eae nen meee tee... haunt in lakhs of rupees) 


Name of Claigs for refund Claims received Refunds made Balance outstanding 
depart- outstanding as at during the year during the year as on Sist March 
nent the beginning of , 1993 

the year | 

Number Number Number Nuaber 

of ot of of 

cases Amount cases Amount cases Amount cases Amount 
Gir wren sd eae CR EY KL Re 
Vehicles 1312 14.38 404 “24.56 649 19.89 1267 17.05 
State 
Excise 294 35.64 1010 225045 957 200,09 a7 58.70 
bis a ~ a5 6.92 45 &.92 i os 


[nd Oe TE OT ee ot oo ge ee ee ee Pe ee aCe 
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Particulars. i, respect of the 


departments, though called for in April Pee Vict y 
been received (December 1993), 


remaining 
have not 


a Assessments in arrears 


At the end of the year 1991-92, a total 
number of 9,536,368 assessments (Sales Tax: Pe © Peay: 
Agricultural Income-tax: 7,186, Entertainment Tay: 
35,9635, Entry Tax: $5,829 and Professiagn Tax: &,49,86646) 
were pending finalisation in the Commercial Taxas 
Department. Details of the position relating to 
1992-93, though called for from the department in April 
1993, have not been received (December 1993). 


1.9. Internal audit 


State Excise Department 


Internal audit wing has been functioning in 
the State Excise Department since April 1990, It is 
Headed by a Deputy Commissioner of Excise (Audit & 
Inspection? who is assisted by an Internal Audit 
Officer, 2 Assistant Audit Officers and 2 Senior 
Auditors. 


Dut of 170 offices to be covered by internal 
audit, only 113 offices were audited during 1992-953. 
Shortfall was attributed to inadequacy of staff. 


Motor Vehicles Department 


Internal audit wing has been functioning 
Since 1960, At present, it is manned by & Accounts 
Officers, 14 Superintendents and 2% Auditors posted in 
different offices. 


During 1992-93, 57 offices (out of S9) were 
audited and the remaining 2? offices were covered in 
TS eA eae 


Forest Department 


Internal audit wing has been functioning 
Since LVG2 At present, there are 4 internal audit 
unNLts in the department each consisting of P| 
Superintendent and two Auditors. 


12 


During 1992-93, no internal audit was 
conducted though 31 units had beer identified as units 
requiring internal audit. Specific reasons for the 
total omission to conduct internal audit during 
1992-93, though called for from the department, have 
not been received (December 1993). 


Commercial Taxes Department 


Internal audit wing has been functioning in 
the Commercial Taxes Department since October 197706. The 
State is divided into 12 Commercial Taxes divisions. 
Each division has two internal audit parties; one 
headed by an Assistant Commissioner of Commercial Taxes 
and the other by a Commercial Tax Officer and each 
assisted by two Commercial Tax Inspectors. 


Out of 387 offices, only 129 offices were 
audited by the internal audit parties during 1992-93 of 
which 83 offices were audited after the completion of 
statutory audit defeating the very purposs of internal 
audit. Arrears in internal audit were attributed to 
some posts remaining vacant. 


The details of objections raised by internal 
audit and their clearance are shown below. [t would be 
seem that the percentage of clearance of number of 
objections ranged from 6 to 64. 


(Amount im lakhs of rupees) 


mene eee otes reese ASS tenes Sorte cone ee) mere wees some nee ~ - 
ond Rete ee 5 Het RR eT eeLT EE EELEE AERO L LEN RE ER NLH NEE NESTED Oe mes DEER EE + Ant Reet Mew Mates erateueeeee 


Hane of the Ss ict Fone Objections Ob yections Percent- 
departaent Year raised settled pending age of 
Clear 
Number Amqunt Number Amount Number Amount ance of 
cases 
SeameS WRI ys =. | caccaenaes teeny oe Sec. eee 
1. State Excise 1990-91 156 1382.32 106 1181.33 30 201.01 
1991-92 233 066.22 164° 498.47 &? 467,75 
1992-93 227 2355.90 2 7 ? 
AiB 4404, 44 S22 1447.77 296 7996.67 32 
2.Motor Upto 
Vehicles 1991-92 2397 =. 207.00 a 22,357 2103 184, . 
1992-93 333. 38.99 15,49 26 
ets 2732 245.99 a 27 Bb 2199 PRAT STi 
5. Forest "Upto 
1989-96 2984 = 676.37 177 3B.50 == 2407 637.87 
1790-91 128 627,96 ac 5 128 627.9% 
1991-92 2%) = 780.75 “ie * 290 780.75 
1992-93 2 


ste 3002 2085.08 177 6 
# No internal audit was conducted 


. 
MS ees he Semen free Pins ot Le te Ae 


en eS 


Ce a ES ee ee ee ee 
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i 2 3 4 5 & ] 8 v 
4. Commercial Upto 
Taxes 1988-89 6609 243.63 Sild 103,49 1495 139,94 
Department 1989-90 1225 78.63 102 30.36 925 46,27 
1990-91 1455 «182.64 758 42,79 BT? = 134.87 
1991-92 L{99 710.61 554 59.56 645 954.05 
1992-76 200. 71,46 65 oA a My Mee Py Eanes bea 
11168 786.99 7193 257.88 3975534. it . O4 
2 OD Results of audit 


Test check of the records of Sales Tax, 
Agricultural Income-tax, State Excise, Motor Vehicles, 
Forest and other Departmental offices conducted during 


the year Lae for a teak si’ revealed under-assessments/short 
bevy/ loss "OT erevenue etc .; amounting to ARs.11,625.91 
lakhs in t942 cases. During the course of the year 


1992-95 the concerned departments accepted wunder- 
assessments, short demands etc., of Rs.2582.42 lakhs in 
1365, cases of which 9 cases involving Rs.3.027 Lakhs had 
been pointed out in audit during 1992-93 and the rest 
im earlier years. In 23 important audit observations 
invelving Rs. 94.54 Lakhs issued to 
departments/Government, the departments recovered the 
entire amount at the instance of audit. 


THis report contains 49 paragraphs including 
2 Teviews wivoiwing financial, etftect of Rs. 297 Feit 
lakhs which illustrate some of the major findings of 
audit. The departments/Government Nave accepted audit 
mabdservations involving Rs.2186.79 Lakhs of which Rs.3.66 
lakhs have been recovered up to December 199%. Audit 
observations with a total revenue effect of As.2.89 
lakhs in & cases have mot been accepted by the 
departments/Government; but their contentions have been 
found at variance with the facts or legal position and 
these have been appropriately commented upon in the 
relevant paragraphs. No reply has been received in the 
remaining cases (December 1993). 


Led ta Dutstanding inspection reports and audit 
objections . 


AuUdLE objections on incorrect assessments, 
short levy of taxes, duties, fees etc., as also defects 
in initial records noticed in audit and not settled on 
the spot are communicated to heads of offices and to 
the departmental authorities through inspection 
reports. The more important and serious irregularities 


14 


are reported to the heads of departments and 
Government. In addition, statements indicating the 
number af objections outstanding for over six months 
are alsa sent to Gavernment for expediting their 
settlement. Governmert have prescribed a time limit of 
one month for furnishing replies to audit objections. 


At the end of June 1993, in respect of 
inspection reports issued up to end of December i992, 
2318 reports containing 6452 audit objections involving 
an amount of Rs.282.64 crores were still to be settled 
as per details given below along with the corresponding 
figures for the preceding two years. 


heen eens One ee ee ee EE NT HEE EEE EERE TREE EO Fe eG nt TTT TEER EE SN Oe LT OE NOES LOE Oe LOLS FE AO OO Et ee 


At the end of 


June June June 
1991 1992 1993 
Number of outstanding 
inspection reports for. 2040. “ore 
Number of outstanding 
audit objections 9696 6041 6452 
Amount involved 
(In crores of rupees) 193.93 eer 9! 2Bz ee 
|  Yearwise break-up of the outstanding 
inspection reports, audit objections and amount 


involved as at the end of June 1993 is given below: 


AA tt te eT ct Athi Te ttt tte + 9 eatin tte ete emis. eons anseet 
ote nome a ee oe SOR a eens terrane ene: memees eneeerer eenmees 


Aen eeet Senet ane OOF AORN OPER PSE E OS HOES 1 LUTE CRORE SET CERES SOFTENED MEDEOE! CUS 


Number of Number of Amount of 

outstand-— audit receipts 

Year ing inspec— objections involved 
tion (In crores 
reports of rupees} 

Upto 

1988-89 821 1494 104.30. 
1989-90 281 BO? 41.83 
1790-91 224 1194 24.72 
571-92 433 1229 ‘30.08 
eaa-FS 459 1533 81.74 
eS hs nese emeumsanensentee See vee ae 

Total 2518 6452 282.64 


i5 


Out of 2318 inspection reports which were 
Pending settlement, even first replies have not been 
received (June 1993) in respect of 121 inspection 
reports containing 455 audit objections involving an 
amount of Rs.1i3.56 crores. The pendency of these 
reports was reported to Government between August 199% 
and October 199%. 


The receipt-wise break up of cutstanding 
inspection reports, audit objections and amount 
involved therein as on 30th June 1993 is indicated 
below: 


ce oO TT OL TTT a YS Y Et SETTLE A CTT. eee ieee Sy oes eeeteees: 


ae eee oe eee een ete 


Nuaber of Number of Aaount of 


outstand- outstand- receipts 
Name of Name of the receipts ing inspec- ing audit invalved 
department tian objections (in crores 
reports ot rupees) 
1. Finance (i) Sales tax, Entertainment 
tax, Entry tax and 
Profession tax 994 3797 34.08 
(ii) Agricuitura) Income-tax #8 345 Ssds 
(iii) State Excise Duty 240 425 97.12 
2. Revenue {i} Land revenue 353 652 90.74 
{ii} Stamp duty and 
registration fees 473 356 6.48 
3. Forest, 
Envircnment 
and Ecology Forest receipts 168 305 32.43 
4. Home and ; 
Transport Motor vehicles tax 7 CS ee ee Pee hh 


Total 23518 ae -  Y4 782.64 


—_ tes eae eonen et temn ees Hr te Nene + nent onan teen ee ae etn ne rete nantes 
ene a eRe LON OES: AOS ENRETTS FOn Hs HOES AARNE RRORR ONES TORT STOEL Set Oe ARERR RRES. See Se neg epee on 

a en tee ane on eee canes - 

en ee ae ents mae ec ene cee ae mee 
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CHAPTER 2 
SALES TAX 


Ppa Resulis of audit 


Test check of records in Sales Tax Offices, 
conducted in audit during the year 1992-93, disclosed 
under-assessments of tax, mon-levy of penalty etc., 
amounting to Rs.873.235 lakhs in 1,106 cases which 
broadly fall under the following categories: 


HORNS mL Rm NS INS Hon mtR SE EEN NATE AERNE HITE Or SAF SAORI SDL MITES HERtnGm'sE: OEE RSOLEENERE/ EL SE) RE LEP REREREREVELSOSEM LOLs OnbestIES Gs Ob: “ROR bun Oree! inode Nese st MOreN eob4 ses Eee b: syeesersereeeeT Hts Bester sreesen 
POOL a ote Neen enmen ete ree eNaNFEREEES EARLS OF eee: reed Fee LL Nene ae epee mms Rene eee emer: MeKenEe any -~ - . 


Number Amount 
of (In lakhs 
cases of rupees?) 
Eos Non-levy/short levy 
due to turnover 
escaping tax S44 ne fe gt | 
Le Incorrect grant of 
exemption from tax 54 : 98.46 
a Non-levy of penalty PSF OSs he 
4. Non-levy/short levy 
of turnover tax BS gee 30.89 
oe Short levy due to 
incorrect. .classifi-— 
Cation of goods 650 26.47 
6% Sale of assets not 3 
brought to tax i8 ee 
ea Other irregularities ed 47.49 
Tota) 1106 873.23 


sndchiemnbdtete hated eee eke eT tne: aoe: nee: — erates S eiainemnniond wees. ate nae sone wane cee, eo 
ween + hee wreee TOON e ede OeneE eee Orta nmtnbneeeeleoes rer vesemaees aecen: 
ree Se ttre FLAN ARaeene es teens Heese: mempabeme meres ees AAR FRO e Meet ome been en net er en ee Aeneas tee Dae Sk tenes teec es me eeetne 


During the course of the year a Pos UTS 
concerned department accepted under-assessments etc., 
involving Rs.532.94 lakhs in 976 cases which tad been 
Pointed out in audit during earlier years. A few 
illustrative cases and the results of 4 review an 
‘Internal controls for assessments under sales tax in 
the Commercial Taxes Department ‘ involving Rs.355.16 
lakhs are given in the Fallowing Paragraphs. 


i? 


ae ae Internal controte for assessments uncer 
sales tax in the Commercial Taxes 
Department 

a Pe Te Introduction 


internal controls a°@ intended to orovide 
reasonable assurance for Prompt and efficient searyvica 
and for adequate safeguards against evasion of taxes 
and duties. They are meant to promote enforcement of 
compliance with laws, rules and departmental 
instrections and help in prevention and detection of 
frauds and other irregularities. They aisoa help in 
creation oF reliable financial and management 
information system. 


The levy of tax oan the purchase or sale of 
gc0as in tha State is governed by the Karnataka Saies 
fas Act, 1957 (the Act), Rules fremed thereunder, 
departmental Manta i and instructions issued by 
department from time to time. The provisions governing 
returns, inter alia, require that eyery dealer submits 
a statement of turnover every month and a return of 
furnover for each year. Failure to submit the return 
is an oftence and the prescribed authority may accept 
fram any person who has comnitted such an offence, by 
Way of composition, a sum of money nat exceeding 
Rs.1 G00, The Sales Tax laws envisage advance payment 
of tax, finalisation of asseesment Sy the a@SS5e551ng 
authority within three years from the date of filing 
anmual return, penalty for default in making payment 
etc. The Act and Rules provide for muintenance of 
registers and racords for different stages of action. 


A arg ae Organisational set~—up 


The Commercial Taxes Department is headed hy 
the fLommissioner of Commerciat Tares. At present, he 
1S assisted by S Additional Commissioners af Commercial 
Taxes at headquarters. The State 15 divided into & 
Commercial Taxes divisions (12 from 1992-93), Each 
division is headed by a Joint Commissioner of 
Commercial Taxes (Adan). Assessments under the Sales 
Tax Acts are made im the offices of the Deputy 


Commissioners of Commercial TAXES, Assistant 
Commissioners of Commercial Taxes and Commercial Tax 
Eee. ? - 
Officers in the divisions; there were 366 such 
assessment offices in the State during 1991-92. 


AG-5 


t& 


Dale oe Scape of audit 


A review on the working of internal controls 
for assessments of dealers under sales tax in the 
Cammercial Tanes Department. was conducted during 
January 19983 to August 1993 with a view toa ascerfaining 
their effectiveness and adequacy. For this purpose, 
test check of recerds relating to the period 1987-BE to 
1991-92 in the office of the Commissioner of Commercial 
Taxes, 4 divisional offices (Bangalore, Bangalore City 
Il, Davanagere and Gulbarga>d and 22 assessment offices 
under them and detailed scrutiny of specific items of 
records oF 1990-71 and 2992-92 in 11 other assecement 
affices were conducted during January 1993 to August 
1993. 


ata te Hightights 


(13 There were delays up to 44 months in the 
receipt cf monthly and annual returns of turnover from 
dealers, but no penalty was levied. Fatiure/delay in 
the issue af notices in G cases resulted in non- 
imposition wf penalty of Rs.73.489 Lakbs. There 35 no 
provision in the Karnataka Sales Vax OQct far Levy of 
interest an shart paid tax for the period of default as 
im Other States like Maharashtra. 

(Paragraphs 2.7.5 and 2.27.6) 


(ii? 2ei2 lakhs ansessments were pencing 
finalisation at the end of March 1992. On an average, 
37 ~ 39 per cent of 4SS8E5Ing officers failed ts 


achieve the fargetsS prescribed for disposal oF 
assegcmeants. 


In 6 offices, 164 assessments involving 
demands aggregating Rs.56.27 Lakhs were finalised in 
the third year R-P., at the tag end of the prescribed 
period resulting in belated realisation of revenue by 
Government. 


(Paragraph 2.2.72 


Sees in 357 cases, transactions aggregating 
Rs.L142.027 crores were tliowed exemption an the hasis of 
declarations My Foom 2? without cross verification. 
fransactions for Pa.t.O4 crores relating to S&S dealers 
for witch BUCH exemptions were allowed were not cross— 
ver .tied Before canceliation af their registration. 


(Paragraph 2.2.8) 


eae, pee ee arid procedures regarding 
vershication of sales by wholesale dealers to retail 
dealers, shop inspections and test perchases by 


1? 


aASSesSsing authorities, intended to ensure proper 
accounting of transactions by dealers and Payment of 
tax due, were generally not observed. 

(Paragraphs 2.2.9 and 2.2.11) 


(v) Verificatian of stock and utilisation 
accounts of irdustrial Inputs worth KRso.5.05 crores 
involving tax concession af Rso.tF.4? Lakhs purchased by 
Si manufacturing dealers was not done as required. 
(Paragraph 2.2.16} 


(vid In & offices, 2750 cheques amounting to 
Rs.91.41 lakhs received during 1990-92 were presented 
for coliection after delays of 11 days to 92 days. tn 
one office, delays ranging from 11 months to 8 Years 
We re noticed in the collection of iO) =6—theques 
aggregating Rs.4.10 lakhs. 


In 2 other offices, 87? post-dated cheques 
amounting to Rs.7.89 lakiss encasthable only after 2 - 
167 days were accepted. Acceptance af post—-dated 
cheques is not only against the financial principles 
but gives financial accommodation to the dealers. 

(Paragraph V.2.i2 


(vii) G2 Registers af DPOB revealed omissions to 
book demands aggregating Rs.42.09 Lakhs in 34 cases, 
delays of i to 18) months in entering demands 
aggregating Rs.i5.978 lakhs and omissions to carrv- 
forward demands amounting to Rso.7.359 Lakhs in 19 cases. 


In ome case, aS against the actual tax 
collection of As.87.7% Lakhs, an amount of Rs.8E.75 
lakhs was entered in tiie G2 Register. As a result, the 
tax demand against the dealer for the year 1990-91 wae 


reduced by Rs.& Lakhs. 
(Paragraph 2.2.13) 


(yiii in 4176 cases involving tax effect af Ha.61.72 
lakhs, re-assessments based on reports of Intelligence 
Wing were made after delays up tm 40 manths after the 
prescribed time Limit of 2 tao BS months resulting tn 
delays in raising demands. 


y a la s “> , c 
(Maracgranoh 2.2.13) 


(ix) Delays ranging from i108 days ta 240 days were 
noticed in serving demand notices in GFL cases with tax 
effect aggregating Rs.114.70 lLakins. This resulted no’ 
only in the belated realisafian ef revenue but alsa im 


unintended benefit to the dealers. vy) eee 
(Paragrajpi: 2.2.17) 


{x} Arrears im internal audit of aeqessoments 


(ranging from 46 per cent to 59 per cent), delay in 
settlement of objections pointed out by the internal 
audit wing etc., rendered the internal audit system 


weak and ineffective. 
{Paragraph 2.2.20) 


Dakiashs Statement of monthly turncver 


Under the Act and the Rules nade thereunder, 
every dealer is required toa send to the a55e551NnG 
authority a monthly statement in the prescribed farm 
(Form 3} containing the particulars of taxable turnover 
during the preceding month, within 20 days after the 
close of the month to which such statement relates. The 
return is to be accompanied by proof of payment of 
advance tax, sUth as, a treasury cChallen or a <re@seeo 
postal order/cheque/demand draft. Far the amoenwat short 
remitted, if any, the assessing authority is required 
to serve upon the dealer a demand notice in the 
prescribed form (Form 5) requiring Aim te pay the sum 
with penalty as prescribed under the act. The penalty 
prescribed under the Act is in the form af interest and 
is equal to one and a half per cent of the amount of 
tax remaining unpaid for each month for the first three 
months and at two and a half per cent of such amount 
for each subsequent month so ionqg ae the default 
continues. Based on certain judicial pronouncements, 
the Commissioner of Commercial Taxes had’ clarified 
(September 1983 and April i969) that issue of a notice 
is mandatory and it is only after the notice is served 
upon the dealer and after the time limit specified has 
expicad, the penalty is collectable. 


If the dealer fails to submit the monthly 
statement or if the statement submitted by him appears 
to be incorrect or incomplete, the assessing authority 
may assess the dealer provisionally for that month to 
the Gest of his judgement... 


AS. (per. the instructions issued by the 
At 2 een LoOmMe rc ital Taxes, the receipt of 


Camm1ssi0n 
tatements af turnover is watched through T-i 


monthiv «s 


Register. THis register is to be submitted to the 
assessing authority 2t the end of every month with an 
abstract showing particulars, infer: alia, “OFiipeire 


(=) IT pape A. om 
dealers from whom such Sstsatements have not been 


received, date of issue of notices to them calling for 
the statements and date of service of the notices. 


Scrutiny of Ui Registers VISc-atvIs the 
Bones Statements of turnover received in 11 offices, 
under the jurisdiction of four divisians, conducted in 


Pas 


PeSPpelw@more avout S09 gar cent of the assegsments 
finalised during 1990-91 and 1991-92 revealed that: 
taiy} In 19 out of 11 offices, abstracts showing 


details of manthiy statements not received. dares of 
issue of notices caliing for statements ate., were not 
drawn ain the T-1 Registers regularly every month and 
the registers were not submitted to the aSsessing 
authorities, a5 prescribes. 


crs Of 4486 assessments scrutinised in the 11 
offices, delays ranging from 11 days to 43 months in 
the submission of the monthly statements by the dealers 
were noticed in 1390 cases. However, penalty by way of 
composition of the offence, as prescribed under the 
Act, was not imposed in any of these cases. 


CLAD aaa Df these, in Bangalore city and Tumkur and 
Bidar districts, in 5 cases, where omissions to pay tax 
as per the statements cof montnly turnover, aggregating 
Ro.45.45 Lakhs were noticed, the assessing authoritias 
failed to issue notices in Form 5S to the dealers 
requiring them to pay the sums payable by them along 
with penalty as prescribed under the Act. This 
resulted in non-imposition of penalty amounting to 
Rs.6.83 taknhs. 


f= Date Annual return of turnover 


Every registered sodealer and every dealer 
liable to get himself registered under the Act is 
requtred to submit a return of surnover in Form 4 
anmisally to the assessing authority so as to reach it 
within 60 days after the close of the year showing te 
actual total and taxable turnover. If the full amount 
Of tax payable as per the return is not paid alongwith 
the return or has not been paid in advance, che amount 
payable by the dealer along with penalty is to be 
demanded by the assessing authority by serving a notice 
Lf POra aot. The Commissioner of Commercial Taxes had 
clarified (September 1982 and Aprit 1989) that the 
issue of notice 165 mandatory and the assessee becomes a 
defaulter only when he does not comply with the 
requirements of that notice. 


it the returd se found to be correct and 
complete, the assessing authority shall finalise the 
assessment as per the return and serve upon the dealer 
ademand notice in Form 6 for balance of tam tound to 
oe due. If no return is submitted by a deaier or if 


the return submitted by him appears to be incorrect or 
incomplete, the assessing authority shall assess tne 


dealer to the best of tis judgement. 
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NO control register has been prescribed in 
the Rules for. watching the receipt of the annual 
returns of turnover though the receipt of these returns 
are noted in E-Notice Register maintained by each case~ 
worker. 


It was coserved that: 


ee Of the 4484 assessments reviewed in audit, in 
288 cases, delays in the submission of the annual 
returns ranged upto 44 months but no penalty by way of 
composition of the offence was impr-ed in amy case. 


4 


(iid In Bsengalore city anc Tumkur district, in 3 
cases, where omissions to pay tax as per the annual 
returns of turnover aggregating Rs.49.04 lakhs and 
pertaining to the assestnent years i9S87-BB to 1990-91 
eccurred, the assessing authorities failed to issue 
notices ir. Form 3A to the cssessees requiring them to 
pay the sums with penalty as prescribed in the Act. 
This resulted in ron-imposition of penalty amounting to 
Rs.146.45 lakhs. 


CL Under the Karnataka Sales Fax Lise ee an 
assesser who has not paid full tax on self-assessment 
as per his monthly/’annual returns becomes a defaulter 
only if he does not comply with the requirements of 
notice te be served by tice Department for payment oaf 
short paid tax and penalty is collectable only after 
tha time limit prescribed in such notice expires. 
Recording to the slarification L1ssued by the 
Commissioner of Commercial Taxes in September 1983 and 
Aoril 1969 the issue of notice is mandatory in such 
©.aseS and if such a notice is mot served by the 
Department, mo penalty can be imposed on the defaulter 
aS Sseesae, There is na provision in the Act for levy of 
icterest for delay im payment of ‘tax due on sel f- 
asseseament as in other States like Maharashtra where 
rhe gssessee has to pay interest on shart paid tax for 
the period of default irrespective of any such notice. 


La we Masessgments in arrears and shortfali in 
achievement of targets hy assessing afficers 


aS reported “Gy the  departmemie ool 1.524 


Assessments (pertaining to Karnataka Sales “Tax and 
Lentral Gales Tax? were pending finalisation at the end 
or “ns year 1994-G7, The relevant details relating to 
cl from t969-9O to 1991-92 areaigen in the 
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Ae Neer’ ant seve Sbesooswtes obs mepeninooret Ncseusere Leateet meso bteebssenette Ht DSGSINO=s weemeroden 20) obey nes ees seivaeineresnares +4 serenees 


Year Number of Number of yotal Number Number uf 


Aenvecnes. Aaa ee ean oe Bee Ho ee 


Numher of 


Percent- 


assecsments cases be- of assess- asggegs- assessments age of 
pending at ceasing due ments due ments perding fi- & to 4 
the beginn- for assess- for comple- completed nalisatian 
ing cf the ment curing tion during during at the enu 
year the year the year ' the year = of the year 
the year 
1 2 S 4 bs) & 7 
1989-90 2,47, 347 $,22,575 9,69, 942 3,098,751 2, i, 1% Vv 
1990-91 2, th, 19t 5,37, 930 5,49, 121 5,38, 7B7 2,510,354 a8 
1991-92 2, 10,334 2,40, 750 4,51 064 2,07, 04 2, 11,929 47 
Of the BE ghhtl ig 24 assessments pending 


finalisation at the end of 1 ei 49,009 (705 per 
cent}? related to 1990-91, 32,839 (25 per cent) related 
te 19B9-90 and the remaining 9,685 (5 per cent) relatad 
to 1988-89 and earlier years, AS per the karnataka 
Sales Tax Act, 1957, no assessment shall be made after 
&@ period of 3 years from the date on which the return 
for that year is submitted by the dealer. 


A review of disposal registers in 11 offices 
revealed that of €©,957 assessments finalised during the 
Years 1990-91 and 1991-92, as many as 2,451 assessments 
(27 per cant) were finalised only during the third year 
resulting in consequent delay in raising of demands and 
realisation of revenue. Lo? Geeouiee oT 11. offices 
checked, the balance of tax demanded as per 156 
assessments finalised during the third year amounted to 
Rs.98.22 lakhs which resulted in retention of the 
amount by the dealers and belated realisation of 
revenue by the Government. 


The Commissioner of Commercial Taxes in his 
Seircular of 4th July 1987 prescribed the targets for 
disposal of assessments, in terms af points, to be 
attained by the various assessing authorities. It was 
specifically required that no officer should lag behind 
in achieving the targets. Where an officer goes on 
leave, he is required to make up for the shortfall in 
the next 2 months and, at any rate, at the end of the 
year, 274 assessing officer's disposals should not be 
less than those calculated 4s per the norms fixed. 


Review «of the diaries of 70 assessing 
mtticers of 3 divisions for 1990-91 and of 97 assess .ng 
officers of 4 divisions for 1991-92 revealed that an 
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average of 37. - 39 per cent oF assessing ofticers 
failed to achieve the targets. 


The Joint Commissioners af Commercial Taxes 
(Admin), Bangalore and Davanagere divisions attributed 
“he shortfall to inadequate stafft strength, increase in 
work load, stuppage of assessment work ain certain 
months for collection drive etc. 


ge aoe 2 Cross verification of transactions on which 
exemptions are allowed 


The burden of proving that any transaction or 
any turnover of adeaber 14 mcr taxable lies on the 
dealer. For this purpose, every dealer claiming 
axemption shall furnish to the assessing authority a2 
declaration in Fors 32 obtained from the registered 
dealer who sold the goads to him or to wham he sold the 
goods. As per the rule, every declaration in Form 42 
issued should be serially machine numbered for each 
year and an account in respect of such declarations is 
required to be maintained’ by the dealer in 2 register 
in: Form -aerei. In cases whera the assessees file 
declaretions in Form 32 or cother proof in respect cat 
turnover which is claimed as not taxable, the assessing 
authority shall undertake cross verification hy LSGuing 
references to the assessing authorities concerned fo 
ensure that the transactions are genuine and tax had 
been paid ion them. Replies to these references art .o 
be obtained within * months and ara watched through the 
L-Register nrescrivoed for the purpone. Delays 
exceeding 2 manths in the receipt of 
replies/verification reports are to bea brought to the 
notice of the Joint Commissioner of Commercial Taxes 
(Admn?. 


ee Test Check of 4484 assegsments finalised 


during 1990-91 and 1991-92 in 11 offices revealed the 
following: 


(a) in) 357. cases, the delcarations or other 
a 


eta 
atements based on which exemptions were granted on a 


total turnover of As.117.02 crores were not referred 
for cross verification. 


(6 In ° oaffices, no entries regarding references 


mac Fas 2 
Ge fo; cross verification were available in the 
L-Registers for the years 1990-91 and 1991-92. — 


} j La ~ 7 on 
a ae po a Offices, cee respect of $3 retemences 
Sui€O during the year 1991-92 in respect ah (ee emaver 


E 
F 
q 
; 
4 


i Si aan Fa 


Rees 
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BMOURTInG oto °Rs.79.22 lakhs, no replies had been 
received (December i993). 


Ey nt i Cross verification of 


transactions for 
turnover amounting to Rs.1i.06 croras re lat scenes 
dealers im 2 ottiaces Was not conducted before 


sanctioning the cancellation of their registration. 


iD te In 3S offices, in respect of inward references 
received during the years 1987-BB to 1991-9? numbering 
2798, cross verification was not conducted. 


nee ae xe Sale by wholesale dealer to a retail dealer- 
cross verification not being done 


Rule 27 of the Karnataka Sales Tax Rules, 
1957 requires that every wholesale dealer, while 
delivering goods to a dealer in pursuance of sale where 
the aggregate amount for which goods are sold would be 
rupees one thousand or more should issue 2 bill of 
lading In triplicate in Form 14. "One copy of ‘the bill 
of lading is to be handed over to the buyer or his 
agent, the second copy is to be sent to the Assistant 
Commissioner of Commercial Tawves having jurisdiction 
over the area and the third copy is to be retained by 
the person who draws it. 


The Commissioner of Commercial Taxes in his 
circular issued in September 1979 stated that the very 
object of marking one copy of the bill of lading ta the 
concerned Assistant Commissioner of Commercial Taxes 
was to enable him’ to ensure the accounting of such 
transactions by Causing cross verification and 
instructed all the Deputy Commissioners of Commercial 
Taxes (Admn? fnow, Joint Commissioners of Commercial 
Taxes (Admn?) toa ensure effective implementation of 
this provision in the interest of revenue. 


me teat check Of ifecords in four offices of 
Deputy Commissioners of Commercial Taxes (Assessments? 
for the years 1990-91 and 1991-92 revealed that bills 
of lading are not being received from wholesale dealers 
and no steps have been taken by the department to 
enforce this provision. 


Lomorwe Abstract of stock and utilisation account of 
inputs 


The Karnataka Sales Tax Act, 1957 prescribes 
2 concessional rate of tax in respect of sale of 
industrial inputs by a registered dealer to another 


Rea=-6 
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registered dealer for use by the latter as a component 
part or raw material or packing material of any other 
goods which he intends to manufacture inside the State 
for sale. The buyers of such industrial inputs are 
required to maintain a stock account of the inputs in 
Form 38-A and draw up abstracts of the stock accounts 
showing particulars of opening and closing stocks, 
purchases and consumptions or disposals of each input 
at the end of every month and year and furnish a copy 
of the yearly abstract alongwith the annual return of 
turnover. 


Test check of records in 2 offices dealing 
with assessments of a large number of industrial units 
carrying out manufacturing operations revealed that 31 
manufacturing dealers who had purchased industrial 
inputs worth Rs.5.05 crores at concessional rate of 4 
per cent had not furnished abstracts of stock accounts 
of industrial inputs alongwith the annual returns of 
turnover. Consequently, the department could not ensure 
that all the industrial inputs purchased by such 
manufacturing dealers at concessional rates were 
actually utilised by them for the purpose for which 
they were purchased. The assessing authorities allowed 
concession amounting to Rs.19.42 lakhs in these cases 
without insisting on production of such abstracts and 
verifying that the industrial inputa purchased at 
concessional rates were utilised for the purpose for 
which they were purchased. 


“iy ae © oP Shop inspection and test purchase by 
assessing authorities 


A. Shop inspection 


Inspection of the business premises of 
dealers by assessing authorities enables them to ensure 
proper maintenance of books of accounts by the dealers 
and prevent any possible suppression of turnovers. The 
Commissioner of Commercial Taxes in his circular issued 
in June 1980 fixed revised targets of shop inspections 
to be conducted by assessing authorities (which ranged 


from 3 to 15 per month) and stressed the need for such 
inspections. 


| A review of monthly diaries of 71 aSSessing 
Officers of 3 divisions (Davanagere, Gulbarga and 
Bangalore city-II) for 1990-91 and of 98 assessing 
officers of 4 divisions (Davanagere, Guibarga, 


Bangalore city-11 and Bangal 
ore) for 1991-92 
by audit revealed that: 5 s conducted 


ee hee) Ae ee ee ee 


ei 
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rae Bias Vicere: Cagapn ene) sc 1990-91 and 34 
officers (35 per cent) in 1991-92 had not conducted any 
shop inspections. 


(ii) no officer had achieved the prescribed target 
in 1990-91 and of 98 officers 9% officers (98 per cent) 
did not achieve the target in 1991-92, 


B. Test purchases 


Under the Act, every dealer whose turnover 
exceeds Rs.50,000 in a year shall issue a BEL. or: cash 
memorandum to the purchaser. Exemption is, however, 
Provided in respect of transactions whose total value 
does not exceed Rs.50 in each case. 


In order to enforce proper compliance of 
these provisions, the department, in circular dated 
2ist June 19823, issued further instructions on the 
existing scheme of ‘test purchases’ with the dealers 
which seeks to ensure that their transactions find a 
Place in their books of accounts thereby ensuring the 
payment of tax due and curbing evasion. It was 
required that test purchases should be conducted in 
respect of large retail dealers and such wholesale 
dealers/manufacturers where there is 3 doubt of non- 
issue of bills. 


ft was, however, observed in the course of 
review in 4 divisions (Davanagere, Gulbarga, Bangalore 
city I1 and Bangalore) that test purchases were not 
made by the departmental officers during the years 
Boe diy ge Perder DP ake = bile ge i le ara 


2ea2aidts Maintenance of M-Register (Register of 
cheques received) 


The Commissioner of Commercial Taxes issued 
instructions (June Love requiring departmental 
officers to check entries in M-Register (Register of 
cheques received) periodically to ensure that number 
and dates of challans and the dates of encashment of 
cheques are invariably recorded against each entry in 
the register. They were also required to conduct 
random check in respect of postings into 61-Register 
(Daily Collections or Challan Posting Register) so as 
to ensure that figures are correctly carried over to 
Gi-Register and D-Register (Demand Register) later. 


Test check of records in 12 offices revealed 
thats: 
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Cin In 4 offices, periodical abstracts showing 
details, such a5, total number of cheques presented, 
total number of cheques realised, balance, reasons for 
non-realisation and action taken for follow-up were not 
indicated in the M-Register. There were 470% items 1n 
the M-Registers relating to the peridcd Miro 17b7-88 ta 
1991-92 against which dates of collection af cheques 
and number and dates of challans had not been 
indicated. 


(ii) In: 6 OF tee 250 cheques amounting to 
Rs.91.41 lakhs received during the years 1990-91 and 
1991-92 were presented for collection after delays of 
omer to. Fe Cave In. another. othice,. delay, 910 
ceallection of {6G cheques amounting to Rs.4.10 Lakhs, 
received between January 19685 and March 1992, ranged 


from it1 months to 8 years. In 2 other ortices, by 
post—-dated cheques amounting to Ro. 7.89 Lakhs, 
Sncasctiable. only afterc2 - 16/7 days, were accepted 


between 1987-08 and i991-S2. Acceptance of post-dated 
cheques is not only against the financial principles 
but also gives financial accommodation toa the deslers. 


gee nts Wh Maintenance of G2? Register of Demand 
Collection and Balance 


G2-Register of DCB has been prescribed to 
watch the demand, collection and balance of faxes. The 
postings in this register are made with reference to 
entries in the D-Register (Demand Register). The 
demands of tax should be entered in this register 
immediately after the assessments are made and should 
not be postponed to the subsequent month on- the ground 
that the demand notices are served in the subsequent 
montn. The old arrears relating to previous years are 
also to be noted in the first few pages of the register 
yearwise, allowing sufficient space for each case. 


| The Commissioner of Commercial Taxes had 
issued instructions (June 1978) requiring the assessing 
officer to take particular care to see that the 
register is posted correctly and balances are worked 


out from time to time and verified and reconciled with 
the Demand Register. 


at Review of G2 Register in 14 offices revealed 


(1) in i2 offices, in 34 cases, demands of tax 
aggregating RsS.42?.09 Lakhs relating to assessments 


finalised during the years between 1987- B8 Boo We dea See 2 , 


had not been taken to the G-2 Registers. 


Cri) tn ? of pices, in V7 cases, demands 
aggregating Rs.iS 298 lakhs pertaining to assessments 
finalised during the years 1990-91 and 1991-92 were 
entered in the G2 Registers only 1 to 2% months after 
the assessments were made. 


C2 i2 } In 6 offices, in 19 cases, demands of tax 
amounting to Rs.7.59 lakhs relating to assessments 
finalised and/or demands received by transfer from 
other offices during the years between 1987-88 and 


1991-92 were not carried forward into the new 62 
Register. 


(iv) In .one “office, in one case, © 25) against. the 
actual tax collection of Rs.82.73 lakhs, an amount of 
Rs.B6.73 lakhs was erroneously entered in the 62- 
Register in August 1991. AS a result, the tax demand 
against the dealer for the assessment year 1990-91 was 
reduced by Ks.6& lakhs. 


These instances indicate that the assessing 
authorities are not ensuring that entries of demands 
are made in the 6G2-Registers promptly and are 
correctly carried forward every year into the new 
registers. The entries in the G2-Register are also not 
being checked by the assessing officer, as required. 


Zann it. Maintenance of D-Register (Demand Register) 


TALS register contains the ledger account of 
each dealer assessed to tax or licence fees. The 
Commissioner of Commercial Taxes issued instructions in 
June i978 regarding the procedure to be followed in 
posting credits against individual dealers in the D- 
Register. The assessing authority is required to 
ensure that the entries appearing in the Gi-Register 
(Daily collections or challan posting register) are 
correctly entered in the relevant page of D-Register 


(Demand Register). In token. of such check, he 16 
required to attest individual antries in the D- 
Register. This requirement was reiterated by the 


Commissioner in another circular issued in December 
1986. 


Of the 11 offices selected for test check, it 
Was noticed that in 4 offices, the assessing 
authorities had not attested the entries in D-Registers 
for the years 1990-91 and 1991-92 in token of having 
checked the credits with reference to entries in the 
Gi-Registers. 
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In 4 offices, credits aggregating Rs.4.37 
lakhs pertaining to 7 assessees were posted in the D- 
Registers twice during the years between 1985-86 and 
1989-90 resulting in affording excess credit to this 
extent and undue financial benefit to the dealers to 
the tune of Rs.4.37 Lakhs for periods ranging from 2 to 
S years. 


@uleid. Utilisation of reports of officers of 
Intelligence Wing 


The reports of suppression. of turnover 
received from the Intelligence Wing Officers are to be 
noted in the R-Reqister (confidential note book) 
prescribed in the departmental manual. THis register 
is to 68 “maintained by the assessing authority 
personally and kept in his personal custody. 


The Commissioner of Commercial Taxes issued 
Circular instructions in April 1976 and again in 
November 1984 in which the assessing officers were 
directed to take action for completing 
assessments/reassessments within a period of 2 months 
from the date of receipt of intelligence report in 
respect of assessments already completed and within = 
months of completion of the assessment year in case of 
current assessments. 


Test check of R-Registers relating to the 
period 1987-88 to 1991-927 in Id offices revealed that 
in 12 offices, in 176 cases involving additional tax 
effect of Rs.61.78 lakhs, re-assessments based on the 
reports of the Intelligence Wing officers were made i 
to 40 months after the Prescribed time limit, resulting 
in delays in raising demands. 


2utelGaz Delay in disposal of remanded cases 


AS per’ -the « YHSetpuees ous issued by the 
Commissioner of Commercial Taxes in February 1968 to 
the assessing authorities regarding maintenance of J- 
Registers (Register of Appeals), with a view to keeping 
watch over the return of records sent to appellate 
authorities and for ensuring prompt disposal of 
remanded Gases, the following additional Particulars 
were required to be noted in that register: 


Ch? 


Date of disposal of appeal b 
authority; ne 5 Sy the appellate 
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(2) 
Results of appeal (dismissed, allowed, 


modified or remanded); 


(3) If remanded, date of Passing fresh order. 


Further, as per the instructions of the 


Commissioner, al} assessing authorities shall finalise 
the assessments in respect of cases remanded to them 
for fresh disposal within 3 months from the date of 
receipt of the relevant assessment records. 


| Test check of J-Registers relating to the 
period 1987-88 to 1991-92 in 15 offices revealed that: 


(ad In 4 offices, in 33 remanded cases, involving 
tax effect of- Rs.4.20 lakhs, delays ‘in disposal, 
ranging from 3 to 43 months beyond the prescribed time 
limit had occurred. 


(b> In one case in the office of the Deputy 
Commissioner of Commercial Taxes (Assessments), 
Gulbarga, revised demand notice as per order dated 3ist 
August 1989 of the appellate authority involving tax 
amounting to Rs.i.45 lakhs was issued in March i993 at 
the instance of audit. 


eter is « Delay im service of demand notice 


After making the final assessment, if any 
amount is found due from the dealer, the assessing 
authority shall serve upon the dealer a demand notice 
in Form & and the dealer shall pay the sum demanded 
within the time specified in the notice, i.e., 21 days 
from the date of service of the notice. 


The demand notice is served upon the dealer 
by the Bill Collector through the N-Process Register 
maimtained for the purpose. All the entries in this 
Register are to be made by the case-worker. The Bill 
Collector, after serving the demand notice, is required 


to handover the acknowledgement of the dealer to the 
case-worker. 


No time limit has, however, been prescribed 
in the Act and Rules for serving the demand notice 
after making the final assessments. 


lt was observed that: 


(a) in 691 cases invalying demandsé ta the tune at 
Rs.114.70 lakhs, delays im serving demand notices 
ranged from 18 days to 90 days in 370 cases (Rs.97.85 
lakhs), from 91 days to 180 days im 112 cases (Rs.15.47 
lakhs? and 180 days to 240 days in 9 cases (Rs5.1.38 
lakhs?. Delay in service of demand nofice resulted not 
only in belated realisation of revenue but also in 
unintended benefit to the dealers. 


(b) in one “e case, in Bangalore, though the 
assessment in respect of one assessee was finalised on 
Bth January 1992 and the balance of tax payable was 
Rs.66,958, no demand notice Was served GEE 7th 
November 19°92, resulting in non-realisation of revenue 
to that extent. 


Pint ah tts Inspections by Joint Commissioners of 
Commercial Taxes 


AS per the instruction issued by the 
Commissioner of Commercial Taxes in November 1984, the 
Joint Commissioner af Commercial Taxes of a division 
should conduct surprise inspection of & offices under 
his control every month. The main objective of these 
inspections is to see whether important records, SP akve 
Diary, Disposal Register, Remittance and Cheque 
Register, Form-3 Register etc., are being maintained 
properly. Of the 3 divisions, the Joint Commissioners 
of Commercial Taxes of 7 divisions did not achieve the 
target during any of the years from 1987-88 to 1991-92. 


Pap a8 Re BR Departmental manual 


The departmental manual titled ‘The Mysore 
Sales Tax Manual’ was first brought out in December 


1964, This has not been revised or updated so far 
(October 1993). 


Pig IO Internal audit 


ss | Internal audit was introduced in the 
vommercial Taxes Department in October 1L97G.. The 
department has not so far made out a manual of internal 
audit for the guidance of the internal audit WING. 


Each division has two internal audit parties; 
oe headed by an Assistant Commissioner of Commercial 
axeS and the other by a Commercial Tax Officer and 


each assisted by two Commercial Tax Inspe 
: . ctors. Th 
internal audit parties forward their opt toa the 
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Jaint CAMMissloners at Lomnercral ay 
(Administration) in charge wf the division. 


After the decentralisation of the internal 
audit work in i980 and the transfer of its ponte to 
the respective divisions, the Commissioner of 
Cammercial Taxes ceased to manitor and exercise direct 
COMMecresover this “work, AS such, records showing 
monsolidated position of arrears in anternal audit 
number of assessment records pending audit, number of 
internal audit reports pending settlement, number and 
maney Value of objections outstanding etc., are not 
available with the department. 


| AS per tha departmental instructions, the 
internal audit parties are required te conduct 100 per 
cent audit of all assessments finalised. Consolidated 
position of the number of assessments due for audit, 
number audited and balance yet to be audited (arrears 
im atidit) for the years {987-86 to 1991-92 as intimated 
by & out of F divisions (Bangalore. city division II, 
Bangalore city division Il, BDavanagere, Gulbarga, 
Drarwad and Mangalore)? batween January 199% and August 
1993 15 indicated in the table below: 


Seen cred en sneee deere seamen re rewes oe eRe ee NOE Ene ne SEES ROE RE RR NOES! BUREN REE ATER ER H FeRET ERE RON EEL EENES SPORES FOIE! RAL OOR DD RIE EE ER Em rtiwt = er eRee een Es th ELAR ERE OMEN SERED LAARCHMET AE HERR H Ont EE HE EEL CRANE EET OOT tee A8 eR meee Fone ERE Hee 


Year Number of Number of Balance number Percentage of 


assess- assess- of assessments arrears 
ments due ments yet to be 
for audit audited audited 
(arrears in 
audit} 
1987-86 60,071 $2,592 27,479 44 
1988-89 62,917 30,227 32,690 52 
1989-90 64,647 32,849 31,798 49 
1990-91 78,556 39,014 39,342 50 
1991-92 98 S41 40 532% 9 
* These include the total number of assessments for 


1987-88 to 1991-92 of commercial tax offices in 
Mangalore division for which yearwise break-up was 
not given. | 


The heavy arrears in the audit of assessments 
(ranging between 46 per cent and 59 per cent) were 
attributed to vacant posts, diversion of officers for 
other items of work Like review of statements of 
monthly turnover, collection of arrears etc. 
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Cfansalidated position of the objections taken 
by internal audit parties, those cleared and balance 
outstanding for the years i987-8B to 1991-92 as 
intimated by S divisions (Bangalore city division II, 
Bangalore city division [II, Davanagere, Gulbarga and 
Dharwad) between January 1993 and August 1993, is given 
in the table below: 


samount 2) 1 See ec eS) 


nnn: eer e ener RTT Tena T anette ete eee Dram re tr eteteeter tet tite tet ett fle eet iit ties: fetes ste De entt (et eet itretetet ietentelte stttet etettrrtirtiee stele tC tiii tii. ts otto roy 
Pee reer rene meena tie net ae eat tena sae we 


Objections taken Objections cleared Balance outstanding 

Year Number Amount Nuaber Amount Nuaber Amount 
of of of 

iteas items items 
1987-88 4it4 114.40 2500 54.87 1814 Alone 
(inc lud- 
ing old 
balance) 
1988-89 598 33.72 260 14.08 338 19.64 
1989-90 Bié 67.71 262 18.79 554 48.92 
1990-91 808 94.15 280 27.98 528 64.17 
1991-92 962 91.11 171 39.95 SFL 51.16 
Total 6898 401.09 5273 157.47 3425 243.42 


The heavy pendency (41 per cent of the amount 
objected) indicates that adequate follow up action was 


not being taken on the objections pointed out by the 
internal audit parties. 


In a large number of cases, internal audit 


WAS conducted after the completion of statutory audit, 


defeating the very purpose of internal audit, as 
indicated below: 


rte0 0000 a SOOO" Oe 86st 4 nteen ote taewerecetmnees pyeeneet 
so eaee ns eter een, Ponees arenneee renee es ete 10409 enee en eeeren eset iomnsmeatensamsrensanenoees Meee os sor eeoneces o: 60 sens: SOetaeeeen ea newenesssevnrenaneers ti neeetees rt Ope S¥s oo: enereeeen ses ov nevsceg~s teene cease seutetenctsacscbesees 
Oe eee emeeees wevemes Oat ete a ewer seen sy 
or meee wee as cee . joe eae eeeees ney oe 


Total nmumber Offices 
Year of offices audited 
audited by after the 
internal statutory 
audit parties audit 
a Number Percentage 
1990-91 185 2 50 
1991-92 161 42 39 


A tet ote ne nee he eRenee SS tSe mY be 5 ores 95 
oA WR Vt00 LOSELOeee Ata etter on te Lene eeeene te HeESeS SEE Sbeis eres eresers: 
thee Cones ereeetes ones comer: 
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| Scrutiny of the reports of internal audit 
parties relating to the years 1990-91 and 1991-92 
revealed that they had not detected and pointed out 
many of the OM1SS10nNs/Mistakes mentioned in the 
foregoing paragraphs in the review, such as, delays in 
the receipt of statements of monthly turnover and 
returns of annual turnover, delays in finalisation of 
assessments, shortfall in achievement of targets by the 
assessing officers, om1ssions to conduct cross- 
verification of transactions, shortfall in conducting 
shop inspections/test purchases by assessing officers, 
defects in the maintenance of various registers, delays 
im the issue of demand notices etc. 


The above points were brought to the notice 
of the department between January i993 and August 1993 
and were reported to Government in August 1993 followed 
up by reminders; their replies have not been received 
(December 1993}. 


nests Application of incorrect rate of tax 


Under the Karnataka Sales Tax Act, 1957, on 
goods mentioned in the Second Schedule, tax is leviable 
at the rates specified therein at the point of first or 
earliest of successive sales within the State. Further, 
under the Central Sales Tax Act, 1956, on inter-State 
sales of goods (other than declared goods) not covered 
by valid declarations, tax is leviable at the rate of 
10 per cent or at the rate applicable to the sale or 
purchase of such goods inside the State under the State 
Act, whichever is higher. 


In the cases mentioned in the table below, on 
first sales (including inter-State sales) made by 
various dealers, tax was levied at incorrect rate under 
the Karnataka Sales Tax Act, 1°57 and the Central Sales 
Tax Act, 1956, resulting in short levy of tax by 
Rs.25.40 lakhs. 


a4 


ee arros rt fie et bt rar at 


Shortfall in Total 


See er re tt a hn) htmeee - + 


Si. Name of the Description Periad 
No. city/district af goods rate of tax- = Turn- —s Tax short- 
percentage aver fevied 
(applicable- (ine Luding 
apolied? SC/tess/TOT) 
(fn lakhs of rupees) 
ie bagalone cin et cee 
sheets 1978 to $ $ 16.80 
30th Sept- $ $ 
amber {979 § 2 $ 
and $ 0.57 
{st October $ IDO) <$ 
1979 to $ $ 
SOth Sept- $ $ 7.67 
ember 1980 $ $ 
Be -do- Bobbins, Ist April § 
brackets, 1984 ta $ 3 5.02 
etc. Sist July $ (8 - 3) 
1985 $ 
ist August $ 
1985 to 3 4.6 8.71 0.48 
Sist March $ (9,6-5) 
1986 $ 
1986-87 $ 3 3.98 
$ (10 - 7) 
3. Bangalore Expanded 1988-89 ] 5 10.64 0,53 
district polythene $ it9 - 3) 
products $ 
4, -do- Liquid 1990-91 $ 5 15.37 0.4 
giucose $ {10° =-7)} 
{in drums 
and barrels} 
Os Dharwad Turpentine 1989-90 $ 10 
district and $ (2-39) 4.44 0.44 
1990-91 $ 
b. Mysore Motor $ 5 
district vehicles 1987-88 $ (13 - 8) 364.70 18.34 
spare parts $ 
7. Bangalore Computer 1989-90 $ 2 
city furniture to x (15 - 13) 37.14 0.74 
1991-92 $ 
8. -da- Solvents 1987-88 = $ 3 al.sz ¢ 
$ Ae Sete $ 
$1350 
Mineral -do- $ 8 27.40 ¢ 
Turpentine $ a- $ 
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1 Z 3 4 5 6 7 
9. Belgaue Badies 1908-89  $ 2 7 
district built an and * (6 - 4} 17.09 0.34 
aotor 1989-90 $ 
vehicle 
chassis 
Total B.4 


HEE LL a A te Sees eaten separ 


A ot tts kt a Oe ne wi 5 Sc eeahenaneiemienbentenenmnedaseneseeneteteee 


When these were pointed out in audit (between 
August i991 and March i993), the department stated 
(between February 1993 and September 1993) that the 
assessments had been revised in 3 cases (Sl. Nos. 1a 
and 7} and that in one of these cases (Sl. No. 7 dig ae 
assessee preferred an appeal before the departmental 
appellate authority. In the remaining & cases (Sl. 


Nos. 3 to 6, 8B and 9) repties have sot been received 
(December 1993). 


The cases were reported to Government between 


January 1993 and July 19923 followed up by reminders; 
their reply has not been received (December 1993). 


2.4. Short levy due to incorrect classification 
of goods 


Under the Karnataka Sales Tax Act, 1957, on 
goods mentioned in the Second Schedule, tax is leviable 
at the rates specified therein at the point of first or 
Parliest of successive sales within the State. On 
sales of goods not included in any of the schedules to 
the Act, tax is Leviable at 7 per cent with effect from 
ist April 1986 at all points of sale. Further, under 
the Central Sales Tax Act, 19°56, on inter-State sales 
Of goods (‘other than declared goods}? not covered by 
¥alid declarations, tax is leviable at the rate of 19 
per cent or at the rate applicabie to the sale or 
purchase of such goods inside the State under the State 
Act, whichever is higher. 


In the cases mentioned in the table below, on 
first sales made by various dealers, tax was levied at 
lower rates due to misclassification of goods instead 
of at the rates applicable to the relevant goods from 
time to time under the Karnataka Sales Tax Act, 1957 
and the Central Sales Tax Act, 1956, resulting in short 
levy of tax by Rs.7.68 lakhs. 


cj, as of the Description Period Differential Total 
No. city/district of goods rate of tax- Turn- Tax short- 
percentage over levied 
{anplicable~ (inc Luding 
applied) SC/Cess/TOT) 
(in lakhs of rupees) 
1. Mysore district Non-ferrous ist October $% 
scrap 1984 to $ 2 17.81 0.41 
30th Sept- $ (6 - 4) 
ember 19825 86 $ 
Ist October $ 
1985 to $ } 
Sist March 60% «(6 - 5) 
1984 $ 
1st April $ 
1984 to $ 1 
30th Sept- $ (B- 7) 
ember 1986 8 $ 
2. Dakshina Kannada Ammonia 1987-88 $ 4 Pea0 0.37 
district 2 fr =a 
3. Bangalore city Bituminous 1981-82 $ 7 34.92 ape? 
compound $ (it - 4) 
1982-83 $ 6 
re PE hei | 
1983-84 $ 6 
to Qe 
1985-86 $ 
1984-87 $ 8 
eee Wie 9 
4, ~do- Toner ist July § 
1984 to $ fs) 10.75 0.52 
Bist March % (10 - 4) 
1987 $ 
ist April $ 
1987 to $ 4 
30th June $ (10> 6) 
1988 $ 
9 Hassan Tiaber in 1988-89 $ 10 B.14 0.81 
district cut sizes §) “hee 
Tota} 7.48 
When these were pointed out ee ; 
. @ audit 
(bewtween October 1988 and == February i993), the 
department stated (between July 1992 and June 1993) 
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that the assessments had been ravised in BC See ote 


st ry ; : : 
Boseel, 2, and A) wand in one Or these cases (Sl. No.4) 
the assessee preferrad an aooea kb before the 
departmental appellate authority. In the remaining 2 


ec: of = = ; 
Gases (SL. Nos. & and *3) replies have moat been received 
(December 19933. 


The cases were reported to bovernment between 
peeember 2998 and June 1992) followed up by reminders; 
their replies hava not been received (December LST aedes 


ned Short levy due to incorrect grant of 
concessian 


was By a notification issued in October 1ISSl, othe 
rate of tax on sales of manufactured goods by all new 
industrial units was reduced by 50 per cert (wrth 


effect from tst November 1981) for a Period Of “tise 
years from the respective dates of commencement of 
their commercial production, subject to the condition 
that concession under the Karnataka Sales Tax Act..  Lyar 
and the Central Saies Tax Act, 1956 available to a new 
industrial unit during each accounting year shall be 
restricted ta Peer Cenk: oF tae Sunt s total 
investment in plant and machinery at the time of 
cammencement of Lbs commercial production and that the 
total concession during the entire five year period 
Senouid not excéed SO per cent of its total such 
investment. such unit is, however, allowed to carry 
forward the unmavailed portion of the concession, if 
any, from year to Sear within the said period of five 
years. Further, ssn order tobe “eligible for )the 
concession as aforesaid, the total investment in plant 
and omachinery at the time of commencement of its 
commerciai production or @f each accounting year should 
nok exceed As.20 lakhs. The concess10n was also not 
aVailable to cover the expansion or diversification of 
an existing industrial unit or to 32a unit established in 
a4 different name after fhe closure of another ore- 
existing industrial wnit. Investment in plant and 
machinery made subseguent to the date of commencement 
Of commercial production was not to be counted for 
purpose of the incentive. 


According to another notification issued in 
June iS89, the concession shall not be available to a 
unit on its turnover in respect of which it collects 
any amount by way of tax or purporting to be by way of 
tax in excess of the amount of tax payable by it inf 
pursuance of this scheme. 


(a) A new industrial unit in Bangalore city 
engaged in the manufacture and sale of welding 
electrodes had invested Rs.i3.14 lakhs in plant - and 


machinery at the time of commencement of its commercial 
production on &th November 19789. The value of its 
plant and machinery as on ist July i988 was Rs.23.28 
lakhs and as it exceeded the prescribed. limit of Rs.20 
lakhs, .the unit ceased ta ee eligible for the 
cancession. While finalising the assessments of the 
rie. tor the period 1765-86. 46 1788-89, excess 
incentive allowed for the period 6th November 1985 to 
SOoth June i9BB (Rs.43,805) and inadmissible tax 
concession allowed for i988-89 (Rs.98,559) amounted to 
Rs.1.42 lakhs. 


On this being pointed out In audit (August 
i991}, the department recovered an amount of Rs.45,805 
(January 1993) and issued notice to the unit regarding 
the inadmissible incentive allowed for the year 
1988-89. Further report has not been received 
(December 1993). 


The case was reported to Government in April 
1992 followed up by reminders; their reply has not 
been received (December 1993). 


(b> In Bi jyapur Ssstrict. a small scale o1} 
industry invested Rs.i.64 lakhs in plant and machinery 
and commenced commercial production an 24th November 
1984. After this date, a further investment of Rs.i.d9 
lakhs was made in plant and machinery. While 
finalising (October 1988 and March Ivey? the 
assessments for the years 1984-85 and 1585-86, this 


inadmissible additional investment was also considered’ 


for allowing tax concession. This resulted in excess 
grant of tax concession amounting to Rs.46,554. 


On this being pointed out in audit (November 
ver} the department revised (August 1992) the 
assessment for 1964-85 and collected an additional 
demand of Rs.11,888 in October 1992. Fresh assessment 
Order for the year 1985-86 was alsa passed in September 
| a ge ae The details of additional demand raised. and 


amount collected have not been received (December 
Bk oe ee 


3 The case was reported to Government in March 
1990 followed up by reminders; their reply has not 
been received (December 1993). 


(c) b A new industrial unit ain Raichur district, 
manufacturing groundnut Qil, sunflower oil and oil 
neers had invested Rs.2.07 Lakhs on plant and machinery 
a the time of commencement of it c : 

. : Ss commercial 
production on iSth May 1985. Thus, cancession in levy 
af tax to the extent of Rs.i1.53 lakhs was admissible to 
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this unit for the period from 15th May 1985 ta L4th May 
‘i 4 

I he However, total concession of Rs.2.04 lakhs was 

allowed for fhe years from 1984-85 foes FOF 1 , 


resulting in excess grant of concession amounting to 
Rs .50 7627; 


On this being pointed out in audit (August 
i992), the department stated (June i993) that the 
assessment had been revised and thereupon the assesseeea 
preferred an appeal before the departmental appellate 
authority. Further report has not been received 
(December i993). 


The case was reported to Government (January 
1993) followed up by reminders; their reply has not 
been received (December 1t993). 


Cii} By a notification issued in March 1986 under 
the Karnataka Sales Tax Act, 1957, with effect from &th 
March 1986, on goods produced in the manufacturing unit 
located in Karnataka and sold for the use. of 
departments of the Sovernment of India or the 
Government of Karnataka or Government of any other 
State located in Karnataka, the tax payable was 4 per 
cent or the rate prescribed in any of the schedules to 
the Act, whichever was less. The above concession was 
not admissible to non-government departments and 
autonomous bodies {including Zilla Parishads) as 
clarified by the Commissioner of Commercial Taxes in 
December i988. 


In the cases mentioned in the table below, on 
sales of goods made ta various dealers and non- 
Government bodies, tax was levied incorrectly at the 
concessional rate of 4 per cent, instead of at the 
rates applicable to the relevant goods from time to 
time under the Act, resulting in tax being levied short 
by Rs.3.44 lakhs. 


Ac-8 


A? 


Sl. Name of the Description Period Differential Wel Seal: 
No.  city/district af gqaods and rate of tax- Turn- Tax short- 
ta whom sald percentage over levied 
(applicable- (inc Luding 
applied) ToT) 


(in lakhs of rupees} 


! Bijapur district Furniture ist April 
lother than 1987 to 19th i 

wOOCEN , January (1074) asa OAS 
bamboo and 1989 
cane furni- 
ture! sold 
to the 7ilta 
Parishads 

2. Bangalore city Fibre rein- ist April 
torced ISB to 1} 3.80 0.64 
plastic 10th July (33 <4) 
furniture i9B6 
sold to the 
KSRIC 

3. Bangalore Hand pumps 1989-90 9 (oie ga aie 

district and spare and (13 - 43 Toto na Vilna pe | 

parts sold 1990-91} 
to Mandal 
Panchayats, 
City Munici- 
pal Corpora- 
tions etc. 

4, Bijapur Cement sold = Ist Aprtl 14 7.26 1.02 

district to Zilla 1988 to 19th (18 - 4) 

Parishads January 1989 


Tota) 3.44 


On this being pointed out in audit (between 
May 1992 and February 199%), the department stated 
(between July 1993 and september 1979232 stat... the 
assessments had been revised in 2 cases (Sl. Nos. 1 and 
4) and in another case (S52. No. 2) show cause notice 
could not be served since the assessee had closed his 
business, In the remaining case (Sl. No. 3), reply has 
not been received (December 1993). 


<a | The cases were raported to Government Detween 
Sat 199S and June YReeeeee toned WP by reminders; 
 ‘ePly has not beam pemegwed (Decemnem L993). 


Kerem der the Provisions of the Central Sales Tax 
A ’ s Of inter-Staten salee oot any goods to any 
overnment departmant, concessinnal rate of tax at 4 


43 


per cent is leviable on production of prescribed 
certificate in Form p duly filled in ang Signed by an 
authorised officer of the Government. This concession 
1S not available on sales made toa autonomous bodies or 
non-Government institutions in whose case tax 1S 
leviable at the rate of 10 per cent or at the rate 
applicable to the sale or Purchase of such goods inside 
the State under the State Act, whichever is higher. 


Ca} Under the Karnataka Sales Tax Act,? 1987 ian 
the first sale of machinery (all kinds) and parts and 
accessories thereof, tax is leviable at the rate of 43 
per cent from ist April 1998. The Commissioner of 
Commercial Taxes, Bangalore clarified (June 1989) that 
hand pumps are taxable at the rata applicable for 
machinery. 


In Bangalore city, a dealer engaged in the 
manufacture of hand pumps sold in the course of inter- 
State trade, hand pumps valued at Rs.34.745 Lakhs to 
auftonamous bodies outside the State, during the year 
mao FO . Tax on these sales was incorrectly levied at 
the concessional rate of 4 per cent on the basis of 
certificates in Form D issued by them, instead of at 13 
per cent as aforesaid. This resulted in short levy of 
tax by Rs.3.13 baths. 


On: this being pointed out in audit (March 
19935), the assessing authority initiated action for 
revision of the assessment. Further report has not 
been received (December 1993). 


The case was reported to Government in July 
1994 followed up by reminders; their reply has not been 
received (December 19933. 


(b) Under the Karnataka Sales Tax act, 19S" 4ean 
the first sale of batteries and parts thereof but 
excluding dry-cell and dry-cell batteries, tax is 
leviable at the rate of 20 per cent with effect from 
Ist April i9B4. However, by a notification issued 
under the Central Sales Tax Act, 19546 in March 1987, 
the Government directed that the tax payable by a 
dealer in respect of inter-State sale of all kinds of 
Batteries except dry cells and dry cell batteries, 
shall be calculated at the rate of 10 per cent from tst 
Boeri. -LY67. 


In Bangalore city, a dealer engaged in the 
manufacture of batteries, sold in the course of inter- 


State trade, batteries valued at Rs.18.57 lakhs to 
public undertakings and autonomous bocies outside the 


State, during the year 1987-88. Tax on these sales was 
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incorrectly levied at the concessional rate of 4 per 
cent on the basis of the certificates in Form BD issued 
by them, instead of at 10 per cent. This resulted in 
short levy of tax by Rs.t.tl lakhs. 


On this being pointed out in audit (October 
1992), the department revised the assessment (April 
1°93) creating additional demand. Further report has 
not been received (December 1993). 


The case was reported to Government in June 


19933 their reply has not been received (December 
L993 ds 
Civ) Under the Karnataka Sales Tax Act, 1957, on 


sales of any industrial input by one registered dealer 
to another for use by the latter as a component part oar 
raw material or packing material of any goods which he 
intends to manufacture inside the State for sale, tax 
is leviable at the concessional rate of 4 per cent if 
the selling dealer furnishes to the assessing authority 
a declaration by the buying dealer in the prescribed 
form (Form 37}. For this purpose, the expression “raw 
material“ does mot include fuels, electrodes, arc 
carbons and consumable stores of similar type. 
Further, the expression “raw material" did not include 
veneer up to Sist March 1988. 


(a} Under the Act, on first sale of furnace oil, 
tax is Teviable at the, fate of 13 per cent from ist 
April i988. It has been clarified ‘(January i987) by 
the Commissioner of Commercial Taxes that furnace o11 
being a consumable cannot be sold at the concessional 


rate of 4 per cent on the strength of declaration in 
Forms? 


in... Bangalore. caey, while. fipairesme.. the 
assessment for the year 1990-971 of 2 public limited 
company dealing in petroleum products, on sales 
turnover of furnace o1i1 amounting to Rs.15.14 lakhs, 
tax was incorrectly levied at the concessional rate of 
4 per cent on the strength of declaration in Form 37 
furnished: by. the buyers instead of at the nate of 13 
per cent as aforesaid. The grant of inadmissible 


concession resulted in short levy of tax by Rs.1i.34 
lakhs. 


On this being pointed out in audit (February 
1995), the department stated (October 19933 that action 
had been initiated for revision of the assesement. 
Further report has not been received (December 19953). 


AS 


oe The case was reported to Government in July 
19°35 followed up by reminders; their reply has not 
deen received (December L993). 


(b> Under the Act, on sales of timber Inc lucirig 
veneer, tax is Leviable at the rate of 13 per cent from 
ist April 1984. 


in Mysore district, while finalising the 
revised assessment (June 1997) of a dealer, tax on 
Sales of veneers valited at Rs.i2.75 lakhs during the 
Calendar year 19787, was incorrectly levied at the 
concessional rate of 4 per cent an the strength of the 
Prescribed declarations instead of at 13 per cent as 
aforesaid. the... -grarhietenot inadmissible concession 
resulted in short levy af tax by Rs.1.15 Lakhs. 


TALS was pointed out to the department in 
February 1993 and was reported to Government in July 
L99S foliowed up by reminders; their replies have not 
been received (December 1993). 


Pattee oe Incorrect determination of taxable turnover 


(1) Under the Karnataka Sales Tax Act, 1957, 
SVGOLy joe eter ew oid ll pay stor vesch. year, viet con his 
faxable turnover of sales (other than the last sale in 
the State? relating fo all kinds of aicoholic Liquors 
for human consumption tother than toddy, arrack, fenny, 
Wile ahi oer, at the rete of 55 per csv af such 
turnover, and in respect of beer at the rate of 35 per 
Cent triage raw Hori) 19s te get March. 1S9Oceanie ot the 
rate of 45 per cenk from ist April 17°90 provided that 
at any goint of sale other than the first point of sale 
anid the last point of sale, the taxable turnover shall 
be arrived at by deducting the turnover af such goods 
on which tax has been levied at the immediately 
preceding point of sale. 


In the cases mentioned in the table below, 
the turnover of taxable or tax-suffered liquors was 
incorrectly determined resulting im short levy of tax 
aggregating Rs.11.82 lakhs. 


4f 
\ 
(Amount am jakns of rupees) 


Period 


Sl. Name of Description Ue Rate gtr eee 
No. city/ of gaads As Actual Escaped fax Levy 
district sald deter- app ii- of tax 
mined cable 
(per- 
centage) 
1. Bangalore Liquors 1968-89 1.48 gan) pe it.ao .$ 
city (taxable) 35 1.14 
1989-90 205 sual 1,88 $ 
2. Gulbarga 1988-BY 1.42 ak fsipde 35 0,55 
district ~da- 
3. Bangalore Beer Ist April 1.36 2.49 bell 45 0,44 
city 1990 to 1.38 19 
30th June {45-35} 
1990 
4, Batgalor Beer Ist April Ni} 2.45 2.45 4S 1.10 
district 1990 to 
Sbth June 
1990 
5. Mysore Liquors 1998-89 5.95 23.56 2.39 35 0.84 
district ‘tax 
suttered) 
4. Hassan Liquors 1989-90) STZ) aes ie ke 35 0.40 
district (taxable) 
?, Bellary -do- 1990-91 14.05: eetiecay 1.54 45 6.69 
district 
8. Gulbarga -do- 1990-9} 26,80 223523 B.43 45 sen? 
district 
oe bangalore Liguars 1588-69 6.19 ey 1.06 ats) §,37 
district (tax 
suffered) 
10, Barigalore Liquors 1996-9} 7.00 iad Dell 45 2.30 
city (taxable) 


Total 


11,82 


On these being pointed out in audit 
February 1992 and February 1993), 
(February 


(between 
the department stated 


| 1993 and August 199%) that the assessments 
nad been revised in 3 cases (Si. Nos, my 17). aes ee 
creating additional demands and that in one of these 


Cases 


No. oe 


ey 
ia lee fhe assessee preferred an 


before the Karnataka Appellate Tribunal 
Condition} elayor(lirby “19937. 


apoeal 


ir and obtained 2 
Further report in 
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respect Hes mF 5 
B Of these cases and replies in respect of the 


- 
remgining cases have not heen received (December 1993). 


These cases were reported to Government 
(Hetween sJuby .tt%2 ands July. i993) followed up by 
reminders; their reply has not been received (December 
ede BS Se 


a se By a Government Notification issued (December 
bee eet the Kk arfiateabaeoases Tax Act, 1957, on sales 
to Government departments aor public sector undertakings 
OF the Government of India or Government of Karnataka, 
Or 6o0vernment af sty oeorner State ‘or "bovernment 
companies located in Karnataka made by a dealer 
relating to gon0ds produced in his manufacturing unit 
lecated in Karnataha, the rate of tax applicable was 
reduced (from itst January 19680 toa Sth March 1984) to 4 
per cent or the prescribed rate of tax im any of the 
schedules to the Act, whichever is less. 


in. . Mysore sdretrict, while revising the 
assessment ‘(October i991? for the year i1982-B4 of a 
manufacturer of automobile tyres and allied products, 
325 per the order of the appellate authority, taxable 
furnaver of sale made tom Goveronment departments was 
incorrectly determined at Rs.86o.92 lakns as against 
Rs.881.097 lakhs determined by the appellate authority 


resuiting in taxable turnover oe. Ro rid. is Lakhs 
AST ADINA tan. Punt hii disallowed sales returns 


amauntking to Rs.29.57 lakhs were not assessed to tax. 
This resulted in short levy of tax aggregating Rs.2.84 
Lakhs. 


This was pointed out to the department in 
February 1993 and was reported to Government in July 
1993 followed up by reminders; their replies have aot 
heen received (December 1993). 


(LiL linder the MarhetetarySaies Tax fet, 1997, on 
sa195 of artictes used generally as parts and 
accessories of motor vehicies but excluding rubber and 
other yres, tubes and flaps, batteries and diesel 


engine and its parts, fax 15 beviable at he pate of 15 
per cent with affect from tat April 19738. 


In Bangalore city, while finalising the 
assessment (May 1991) of a dealer in automobile spares 
for the year 1989-90, taxable turnover Was incorrectly 
determined at Ro.30.03 Lakhs though the correct taxable 
turnover based an the stork ROUTED « ynter-State 


purchase and grass profit earned by the assessee worked 
aout to Fe .69.72 lakhs. Tnis regulted in taxable 


4Q 


turnover of Rs.15.69 lakhs escaping tax of Rs.2.24 
lakhs (including turnover tax). 


THiS was pointed out to the department in 
February i993 and was reported to Government in June 
1993 followed up by reminders; their replies have not 
been received (December 1993). 


Civ} Under the Karnataka Sales Tax Act, 1957, on 
sales of pesticides, tax was leviable at the rats of 5 
per cent up to Sist March i772. 


In Dharwad district, while finalising the 
assessment (March 1992) € a dealer in pesticides for 
the year 1890-91, the ta. ‘le turnover was determined 
at As.48.84 lakhs as against the actual sales turnover 
of Rs.73.37 lakhs as per stock, purchases and gross 
profit earned by the assessee. This resulted in 
turnover of Rs.24.53 Lakhs escaping tax of Rs.1.04 
lakhs ‘(including turnover tax). 


On this being pointed out in audit (June 
1992), the department revised the assessment (February 
1993) creating additional demand. Further report has 
not been received (December 1993). 


The case was report ta Government in June 


LISS thetr reply has not been received (December 
Nag tir ge Be 
(vy) Under the Karnataka Sales Tax Act, Teor) ON 


sales of confectionery, tax is leviable at the rate of 
iS per cent with effect from ist April 1986. 


; Further, under the Provisions of the Central 
Sales Tax‘ Act, 1956, on anter-State sales of goods 
(other than declared goods) not supported by valid 
declarations, tax is leviable af the rate of 10 per 
see or at the rate applicable to the sale or purchase 
or such goods inside the State whichever is higher. 


Lea cae pees eer ore district, while finalising 
ee xe e assessment under the Central Sales Tax 
ees is dealer in confectionery tor the year 1987-a898, 
Ve axable turnover in the course of inter-State trade 
sc a hele Valid declaration was determined at As.i68.89 
akNS 48S against the declared turnover of Rs.i73.58 


Lakhs resultingc . 
e 3 in turnover ~4. 
tax of Rs.60,936. of Rs.4.469 lakhs escaping 
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TRIS was pointed out toa the department in 
February 1993 and was reported to Government in June 


L995 followed up by reminders;: their replies have not 
been received (December 1993). 


(vid Under the Karnataka Sales Tax Act,  1997s2-a0 
Sates Of electrical “Qoods, instruments, apparatus and 
appliances including fans and lighting bulbs and tubes 
and parts and accessories but excluding pump sets. with 
electric motors of not more than 10 Pitas tax was 


leviaGble at the rate of 10 per cent from ist April 
Pris « 


In Bangalore city, while finalising the 
assessment for the year 1t?88-B9 of an assessee dealing 
in electrical goods, the taxable turnover was 
incorrectly determined at Rs.3.44 Lakhs as against the 
correct a mount of Rs.7.92 Lakhs resulting in turnover 
of Rs.4.48 Lakhs escaping tax amounting to Rs.50,495 
(including turnover tax). 


On this being pointed out in audit (October 
1992), the department revised the assessment (July 
1993) creating additional demand. Further report has 
mot been received (December 1993). 


The case was reported to Government in June 


oe ee their reply fas not been received (December 
995) 
C(vild Under the Karnataka Sales Tax Act, 1957, on 


sales of electrical goods, tax is leviable at the rate 
of 10 per cent with effect from ist April i988. 


in Bangalore citys. @enrie finalising the 
assessments (July i990 and March 1992) of a dealer in 
electrical goods for the years 1989-90 and 1990-91, the 
taxable turnovers were determined at Rs.6.95 lakhs and 
Rs.9.8B5 lakhs, as against the actual sales turnovers of 
Rs .8.35 lakhs and AS. 4d 2 Lakhs as per stock, 
purchases and gross profit earned by the assessee. This 
resulted in turnovers of Rs.1.40 Lakhs (1989-90) and 
Rs.2.45 lakhs a by AS ea PSc aping tax aggregating 
Rs.42,320 (including turnover tax). 


THiS was pointed out to the department in 
January 1993 and was reported to Government in June 
1993 followed up by reminders; their replies have not 
been received (December 1994). 


AG-9 


5o 


Lals Incorrect grant of exemption 
tic Linder’ the Karnataha Salea Tas Act, 1957, an 


sales of cemant, tax was leviable at 13 per cent from 
ist April 1983 to dist March 1978?. 


By a notification issued in December i979, 
the rate of tax payable under the Gct on sales by a 
dealer of goods produced in His Manufacturing unit 
located in Karnataka to the departments af Government 
of India or Government of Marnatahwa or Government af 
any other State iIocated in darn ateeen Wan reduced ta 4 
per cent or theesate orescribedieemcenty . of cts 
echedules to the Act 31f 14 was Lower than 4 per oe 


1S per tne provisions of the Clentral Sales 
Tax Act, 19546, on inter--State sales of goods to any 
registered dealer, covered by declarations in Form C, 
tax is leviable at the rate of 4 per cant and an inter- 
State sales of goods (other than declared gnocds?, not 
covered by valict declarations, tax 316 leviable at the 
rate of 10 per cent or at the rate applicable toa the 
sale or purchase of such goods inside the State under 
the State Act, whichever is higher. 


AS per judgement*# dated 2Oth September 199% 
Of the High Court of Karnataka, in the case of packed 
cement, once the cost of bags had been recovered from 
the purchaser a5 part of the sale price, then there was 
nO way by which .i€ could 5s excluded) trom: the sales 
turnover of the assessee company in regard to sale caf 
cement. 


Further, the Supreme Court of India aiso 
Held** (October i992) that Packing 16 an integral 
element of the transaction of sale and Paching charges 
areoan integral part of the sale prieeeand, as Suche 
Packing charges and excise duty thereon should a 
included in arriving at the taxable turnover 
purposes of both Central Sales Tax and State Saies Tax. 


; : 
{a} In Bangalore tk ay, while Finalrising the 

Ssstesment (May, IPeeenotor the. iy aeeepeR eRe yo Cea 
Operative year) af a company dealing in cement, packing 


es 


* J : q 3 : at —, « ~s, = ‘ ~ - . . 
Mes. Visvesvaraya Iron and Steel Limited 5. Deouty 
Commissioner o: Commercial (ax€5 (Appeals! Nysore 
Division, Mysore (1991) B83 STC Page 305. 


* Fives. Remco Cement Distribution Co. (Ff 4 Ltd., Wo. 
State of Tamil Nadu (1993) |B STC Page 151. 


. 
< 
i 
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charges amounting to Rs.358.08 lakhs were incorrectly 
exempted even though includible in the taxable sales 


turnover of ceamant as aforesa; i 
Ceman£ aid. This re 
short levy of tax of Rs.43.16 lakhs. Ce ae 


On this being pointed out in audit (October 


Ey} the department B' 
a os Pp revised the assessment {April 


The case was reported to Government in July 


assessment (November 1990) for the years 1984-85 and 
1965-86 of a campany dealing in cement, Packing charges 
amounting to Reyo2euy = Lakhs and Rs.41.55 lakhs 
includible in the taxable sales turnover of cement made 
to Government departments and to others respectively 
were exempted. This resulted in short levy of tax 
amounting to %s.9%.98 lakhs. 


Un this being pointed out in audit (November 
1992) the department revised the assessments (October 
1993) and raised additiorial demand of Rs.9.BB lakhs. 
Further report has not bean received (December 1993). 


The case was reported to Government in July 
19933; their reply has not been received (December 


197 3). 

Vil? Under the Karnataka Sales Tax Act, 1957, on 
Sale of cotton seeds, tax is payable at the rate of 3 
Ger scent from tst Aprit 1974. raf fhe Central Sales 
Tax Act, 1956, the tax payabie uw the sale of declared 


goods in the course of inter-State trade or commerce is 
calculated at twice the rate applicable to the sale or 
purchase of such gonds inside the appropriate State. 


However, as per Government Notification dated 
3rd May 1976, no tax is payable on the inter-State 
sales of declared goods provided thse assessee proves 
that tax under the State Act has already been paid and 
the inter-State sales are covered by declarations in 
Form C/Form D. 


In Belgaum district, in respect of an 
assessee, for the assessment years 1987-88 and 1988-89, 
inter-State sales turnover of cotton seets amounting to 


Rs.46.18 lakhs and Rs.38.468 lakhs respectively had been: 


exempted from payment of tax oan the ground that the 


Of, 25 3 [is ( 
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goods had already suffered tax under the Karnataka 
Gales Tancseeee to? The grant of exemption in this 
case was not in order as the dealer had not furnished 
the prescribed declarations in Form | C/Porseoe ee 
aforesaid. As the goods had already been subjected to 
tax under. the Karnataka Sales Tax Act, 19575 (ee tne 
rate of 3 per cent, short levy of tax at the 
differential rate of 3 per cent on the turnover af 
Rs.84.66 Lakhs, amounted to Rs.2.54 lakhs. 


This was pointed out to the department in 
August 1992 and was reported to Government in January 
1993 followed up by reminders; their replies have not 
been received (December 1993). 


ie Under the provisions of the Central Sales Tax 
Act, 1996, the last sale or purchase of any goods 
preceding the sale or purchase occasioning the export 
of those goods out of the territory of India shall also 
be deemed to be in the course of such export, if such 
last sale or purchase took place after, and was for the 
purpese af complying with the agreement or order for or 
in relation to such export. According to the Central 
Sales Tax (Registration and Turnover} Rules, 1957, 4 
desler may, in support of his claim for exemption, 
furnish to the prescribed authority, a certificate in 
Form H duly filled in and signed by the exporter along 
with the evidence of export of such goods indicating 
the number and date of the agreement entered into with 
the foreign buyer. 


. Under the Karnataka Sales Tax Act, 1957, on 
the first sate of plywood,. tax’ as leviable at the cate 
of 13 per cent from ist April 1988. 


In Mysore district, sales of decorative 
plywood, amounting to Rs.i2.82 lakhs made by a dealer 
during the year 1S9868-BS to an exporter in the same 
district were exempted from levy of tan although the 
latter had neither exported the qoods during the year 
nor produted= the requisitmeeeere er ticate. Incorrect 
exemption resulted in short levy of tax amounting ta 
Rs.1.85 lakhs Cincluding turnover tax). 


ee 2 On this being pointed out in audit (March 
Sea che department revised the assessment (Fuly 

1992) and raised demand amounting to ARs.1.83 lakhs. 

Further report has not been received (December 1993}. 


The case was reported ta Government in: April 


pee their reply has not been received (December 
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Civ) Under the Karnataka Sales Tax Aid: 56 eee 
sales of cardboard boxes and corrugated boxes, tax was 
leviable at the rate of 4 per cent with effect from ist 
April 1984, at & per cent from ist August 1985 and at B 
per cent from ist April 1986. 


Under the Central Sales Tax Act, She es fo eh 
tax payable by any dealer on his turnover in so far as 
it relates to the sale of g900ds in the course of inter-— 
State trade or commerce, not being sales to registered 
dealers supported by declarations in Form €C or Sales to 
Government supported by certificates in Form D, shall 
be calculated at the rate of 10 per cent ar at the rate 
applicable to the sale or Purchase of such goods inside 
the appropriate State, whichever is higher. 


Further, a dealer is not liable to pay tax 
under the Act on the sale of goods in the course of 
export of those goods outside the territory of India. 
The last sale or purchase of any goods preceding the 
sale or purchase occasioning the export of those goods 
aut of the territory of India shalb also be deemed to 
be in the course of stich export, if such last sale or 
purchase took place after, and was for the purpose of 
complying with the agreement or order for 6 poe Oy 
relation to such export. 


The Commissioner of Commercial Taxes had also 
Clarified (February 1967) that there was no exemption. 
on purchase of packing materials used for Packing goods 
for export. 


In “Bangalore city, while finalising the 
ssessment for the year 1988-89 of a manufacturer anc 
etier.| oF Ti@ercads . corrugated boxes, etcw. sales 
turnover of corrugated boxes amounting to Rs.9.70 Lakhs 
to exporters af mango pulp and bevergaes was exempted, 
treating the sales as in the course of axport. Tha 
exemption atlowed was not in order as the goods 
exparted were not the same and the sales of corrugated 
boxes were not made after and for the purpose of 
compiying with the agreement or order for or in 
Pelation ts Seueh export. (ieee riurrect  oramk tat 
exemption resulted in non-levy af tax of Rs.94,968. 


THis was pointed out to the department in May 
1992 and was reported to Government in February i?9S 
followed up by reminders; their replies have not been 
received (Becember 199235. 


(vy) Under the Central Sales Tax fct, 1996, and 
the Rules made thereunder, where a sale of any goods in 
the course of inter-State trade or commerce has either 
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occasioned the movement of such goods fram one State ta 
another or has been effected by 2a transfer of cocuments 
of title to such goods during their movement from one 
State to another, @ny subsequent eae during such 
movement effected by a transfer of documents of title 
to such gouds to the Government shall be exempt from 
tax provided the prescribed certificates in Form E-I 
issued by the selling dealer or in Form E-II issued by 
the first or subsequent transferor and certificate in 
Form D signed by the authorised officer of the 
‘Government are furnished to the assessing authority. 
The Commissioner of Commercial Taxas clarified (August 
1988 and October 1989) that Zilla Parishads were not 
Government departments and certificates in Form CG 
issued by them were not valid. 


Under the Karnataka Sales Tax pie. 1957. oe 
the first sale of all electrical goods, instruments, 
apparatus and appliances, but excluding pumpsets with 
electric motors of not more than id Mian: bax ee 
leviable at the rate of 10 per cent with effect from 
ist April 19864. 


In Gulbarga district, fransit sales of 
electric pumpsets amounting to Rs.5.90 lakhs made by a 
dealer to the Zilla Parishads in Karnataka during the 
year 1987-88, were exempted from levy of tax on the 
strength of certificates in Form DB isstied by that body 
though these certificates wera not valid as aforesaid. 
This resulted in short levy of tax amounting to 
Rs.66,372 (including turnover tax). 


On this being pointed out in audit (July 
1992), the department revised the assessment (July 
1993) creating additional demand. Further report has 
Not been received (December Bar for a 


The case “Was reported to Government in 


January AF Poe their reply has not § been received 
(December 199%}. 


(vi } Under the Karnataka Sales Tax Act, 1957. on 
the sales of firewood (whether whole or SObit) , tax was 
leviable at the general rate of 3 per cent during the 
Period ist April 1982 to Sist March 1986 and thereafter 
ON T12Fst sale 3k the rate of 6 per cent. However, 


firewood when sold for Gomestic use, except to hotels 
iS exempt from tax. ‘ 


In Fangalore ts ’ 

Vy Sales of firewood 
Ben. Loo to Rs.10.00 lakhs made Dy a dealer to the 
ah run by two public sector undertakings during 

e years 1985-86 and 1986-87, were erroneously 
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< . 
exempted from levy of tax treating the sales as made 


for domestic use. This resulted in non-levy oft tax 
amounting to Rs.55,000, 


On this being pointed out in audit ‘February 
1991), the department revised the assessment (July 
i992) and thereupon the assessee Preferred an appeal 
before the departmental appellate authority (September 
LS. Further report has not been received (December 
pe or ns 


The case was reported to Government in June 
199 followed up by reminders; their reply has not 
been received (December 1993). 


(vil) Under the Karnataka Sales Tax Act, i957, 
every Oealer shall pay for each year, a tak on his 
Caxable turnover of transfer of property in goods 
(whether as goods or in some other form) involved in 
the execution of works contracts at the rates specified 
im the relevant schedules. 


(a} ror suppivanieesaid. fitting sore electrical 
goods, supply and installation of electrical equipments 
including transformers, tax was payable at the rate of 
8 per cent from ist April 19846 to Stst March 1991. 


In the case of works contracts involving 
manufacture, supplying, laying and polishing of mosaic 
tiles, the Commissioner of Commercial Taxes, Bangalore 
had clarified (June if89) that the value of materials 
purchased from registered dealers in the State and used 
in the manufacture of mosaic tiles and the labour 
charges for manufacturing tiles were not deductible 
from total turnover. 


In Bangalore district, in respect of an 
assessee engaged in the marufacture and sale of 
electrical fabricated items and in the execution of 
electrical works contracts, for the assessment years 
1987-88 to 1989-90, exemption amounting to Rs.12.55 
Lakhs was allowed on raw materials such as switches, 
cannectors, CR sheets, meters, transformers, paints, 
etc., used in the manufacture of electrical panel 
boards which were used in the execution of electrical 
work contracts. 


As the assessee was engaged in the execution 
of works contracts involving fabrication, installation, 
etc., of electrical panel boards, the raw materials 
consumed in the manufacture of electrical panel boards 
were not deductible from his turnover on the analogy of 
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the clarification gQiyan by the Commissioner of 
Commercial Taxes in June’ 1989 in the case of works 
contracts relating ta mosaic tiles. 


The incorrect grant of exemption resulted in 
non-lLevy af tax amounting tea Rs.t.14 Lakhs. 


On this being pointed out in audit (September 
1992). the department stated (December 1995) that 
assessments for the years 1988-89 and ti?9B9-9O were 
revised creating an additional demand for Rs.85,137 and 
that no tax was leviable for 1987-88 as the entire 
turnover related to labour charges. Further report 
regarding recovery has not been received (December 
1993). 


The case was reported to Government Ln 
February 7493; their reply has not been received 
(December 19923). 


(Bb) In the execution of works contract of tyre- 
retreading, tax is leviable at the rate of 8 per cent 
from: istiduty 19789.. 


In Bangalore city, in the case of an assessee 
engaged in the works contract of tyre retreading, the 
taxable turnover of Rs.48.57 lakhs during the period 
ist July i989 to ist March 1991 was erroneously 
exempted from levy of tax resulting in short levy of 


tax amounting to As.4.15 Lakhs (including turnover 
tax). 


On this being pointed out in audit (December 
bye} the department revised the assessments (March 
1995) and thereupon the assessee preferred an appeal 
before the departmental appellate authority and 


obtained stay. Further report has not been received 
(December 1993). 


the case was reported toa Government in June 


Ce , 
L993 5 their reply has not been received (December 
LOS 
(c } The Commissioner of Commercial Taxes had 


Clarified (April 1990, April 1991 and June 1991) that 


Powder coating would be ta» é 
oe Mild Faxable Q 
3ist March 1991. teen 


Rent aalie ee oe eee 3 
Le ae In Bangalore district, In. TeSR Saw ae Car 
o-, — + Ss we eRe ae : 
is ga engaged in the manufacture and Sale of 
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crockery-stands, taxable turnovers of powder 


coating/painting amounting to Rs.&.11 lakhs and Rs.8.26 
lakhs respectively tor the assessment years 1989-90 and 
1990-91 were exempted from levy of tax treating these 
aS labour charges resulting in short levy of tax by 
Rs.1.62 Lakhs (including turnover tax). 


On this being pointed out in audit (October 
19923, the department revised the assessments (July 
1993) creating additional demand. Further report has 
not been received (December 1993). 


The case was reported to. 6bovernment in 
February. 625 oo- their reply has not been received 
(December i993}. 


oe Se ee Under the Karnataka Sales Tax Act, 1957, if a 
dealer liable to tax in respect of works contract opts 
for payment of tax by way of composition in any year, 
the tax so payable shall be on the total turnover 
involved in the execution of such works contracts, and 
no deductions are allowable. 


It was clarified by the Commissioner of 
Commercial Tames in December i991 that the rate of 
composition tam” in. . respeeteeucet a2! types of works 
contracts shall be 2 per cent from ist April 1FS6— to 
ZSist March 1990 and 2 per cent in respect of civil 
works contracts Like construction af buildings, 
bridges, roads, etc. and 4 per cent in respect of other 
works contracts from ist April 1990 te Sist Maremeseow. 


in Bangaiore city, in the case of a dealer 
engaged in the execution of works cantracts of road 
asphalting works and who opted for payment Of van OY 
way af composition for the years 1984-87 to 1987-BB and 
1989-90 to 1990-91, deductions amounting to Rs. 26.15 
lakhs were allowed in respect of materials, labour and 
hire charges paid, resulting in short levy of tax by 
Re .52,272. 


On this being pointed out in audit (Septembe. 
199233. “She department revised the assessment (June 
199%) creating additional demand. Further report has 
not been received (December be ch oe 


The case was reported to Government in April 
199755 their reply has not been received (December 
1993). 


AG-lo 
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2.8. Omission to levy tax 


Oe, Under the Karnataka Sales Tax Act, 1757, 
every dealer shall pay for each year, a tax on his 
taxable turnover of transfer of property in goods 
(whether as goods or in some other form? involved in 
the execution of works contracts at the rates specified 
in the relevant schedule. Por fabrication and 
installation of plant and machinery, tax was payable at 
the rate of 10 per cent from ist April 1986 to Sist 
March 19971. 


Further, on sales of all machinery and spare 
parts and accessories thereof, tax is leviable at the 
rate of 13 per cent from ist April 1987. 


In Gulbarga district, an assessee company 
entered into an agreement (April i885) with another 
company for the supply, erection and commissioning of- 
machinery and equipment for a mini cement plant on 
turnkey basis which included the supply of core 
machinery, bought out items, engineering services and 
procurement assistance, packing and forwarding charges, 
transportation and erection and commissioning charges 
for an agreed sum of Rs.465 lakhs. 


The work was executed between July 1986 and 
March 1989 for which the assessee received a total 
amount of Rs.331.87 Lakhs. 


As the assessee had consolidated different 
machineries and made them a composite unit called 
cement plant and as it constituted transfer of property 
in goods involved in the execution of 2 works contract, 
the assessee was liable to pay tax on the net taxable 
turnover of Rs.438.42 lakhs which worked out to 
Rs.49.91 lakhs (including turnover tax). 


However, while finalising the assessments for 
the years 1986-87, 1987-88 and 1988-89 (December 1989), 
the assessing authority did not treat the assessee as 
one liable to pay tax as per the provision relating to 
works contract, on the totality of the work, but 
instead assessed tax only on the turnover of machinery 
and parts procured within the’ State aggregating 
Rs.12.17 lakhs at the rate of 13 per cent and levied 
tax amounting to Rs.1.72 lakhs {including turnover 
tax). Turnovers relating to core machinery, bought out 
items, etc., amounting to Rs.426.25 lakhs were omitted 
ae the ground that these were liable for Central sales 
ax 1M Haryana or were se “7 
supported by’ Cc and E-I forms ae ae phi ptt 
non-levy of tax amounting to Rs.48.19 lakhs. 
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‘et Dn this being pointed out in audit (July 
1990}, the department revised the assessment (December 
1992) levying total tax amounting to Rs.49.91 lakhs 
Further report has not been received (December 1993). i 


The case was reported to Government in April 
1995 followed up by reminders; their reply has not 
been received (December 1993). 


Cra} As per notification issued on Sth October 
19B2 under the karnataka Sales Tax Act, 1957, French 
coffee prepared out of coffee and chicori in respect of 
which tax had been paid previously was exempt from 
payment of tax. Where French coffee was prepared out 
of coffee and chicori in respect of only one of which 
tax had been paid previously, the tax payable on sale 
of such French coffee was to be reduced to an amount 
equal to the tax payable on the sale value ofthe coffee 
or chicori, as the case may be, on which tax had not 
been paid previously. The exemption or reduction was 
subject to the condition that the dealer selling such 
coffee proved to the satisfaction of the assessing 
authority that tax had been paid on coffee “and chicori 
or either of them, as the case may be, out of which 
such French coffee had been prepared. The above 
notification was cancelled with effect from 25th August 
r76e. 


Further, under the Act, tax on chicori was 
leviable at 10 per cent from ist April 1974 to Sist 
March 1986, at 13 per cent from ist April 1786 to sist 
March 1986 and at 8 per cent from ist April 19868. 


In Chitradurga district, while finalising the 
assessments of a dealer tor. the assessment years 
1985-86 to 1987-88, tax was not levied on the value of 
chicori amounting to Rs.4:70 lakhs used in preparing 
Crench coffee though the chicori obtained ins inter 
State purchase did not suffer. tax under the Karnataka 
Sales Tax Act. This resulted in short levy of tax by 
Rs.60,454. 


This was pointed out to the department in 
June 1992 and was reported to Government in February 
1993 followed up by reminders; their replies have not 
been received (December 1993). 


ZeTe Non-levy/short Levy of purchase tax 


Under the Karnataka Sales Tax Act, 1957, on 
purchase of groundnuts/groundnut seeds within the 
State, tax 15 leviable at the rate of 4 per cent at the 


point of Last purchase, with effect @trome3e. Apri 


However, by a Government notification issued 
(March i987), with effect from ist April 19687, the tax 
payable by a dealer an groundnuts/groundnut seeds as 
the last purchaser liable to tax is exempt provided 
such groundnuts/groundnut seeds are consumed by him in 
the manufacture of non-refined groundnut o1l ain the 
State and the dealer produces proof of payment of tax 
on sales of such oil made within the State or in the 
course of inter-State trade or commerce. The exemption 
iS not available if the groundnut oil manufactured is 
consigned aout of the State, not as result of direct 
sales, aS such consignments are not liable to fax. 


In Bellary district, the entire purchase 
turnover of groundnuts/groundnut seeds of an assessee 
amounting to Rs.24.97 lakhs consumed in the manufacture 
of non-reftined groundnut oil during the year i9eBB-RB9 
was exempted from levy of tax, though 91,000 kgs of 
non-refined groundnut oil was sent on consignment basis 
outside the State not as result, af direct sales. 
However, mo tary was levied on the corresponding 
Purchase turnover of groundnuts/groundnut seeds irs the 
State amounting to Rs.16.59 lakhs. Tax not levied 
amounted to Rs.&66,376. 


On this being pointed out in audit (October 
1992}, the department stated (November 1993) that 
rectificatory orders were passed (July 1993) raising an 
additional demand for Rs.66,369 and that after taking 
info account the payments already made, a balance of 
Rs.18,671 was yet to be recovered from the assessee. 
Further report on the recovery of balance has not been 
received (December 1993). 


The case was reported to Government in May 


LY 
Lwthiee Incorrect allowance of set off 
(i) Under the provisions of the Karnataka Sales 


res Act, 1957, where tax has been levied in respect of 
any item of goods of iron and steel and out of the said 
Beans any other item of goods of iron and steel is 
manufactured in Karnataka and sOld, the tax on the sale 
of such manufactured 900ds shall be reduced by the 
es Of tax already paid under the Act on the 
relative items of goods of iron and steel used 3 

= LS im its 
manufacture. rhe burden of proving that tax under the 
Acf has already been paid and of establishing the exact 
quantum of tax so paid an such items of goods of tron 


and steel shall be on the dealer 


. Cee 
reduction. claiming th 


i) 


} ; ih Bangalore city, a dealer who had used 
items oF iron and steel in the manufacture of rerolled 
ifems during the years 1989-90 and 1990-91 was eligible 
Om set off to the extent of Rs.32l07 Paths out of the 
pe leviable on the sale of manufactured goods in the 
state. However, while finalising the assessments for 
these years (January 1992), purchase turnover of items 
nat used in the manufacture and tax elament aggregating 
Rs.89.00 lakhs mot eligible for set off, was not 
excluded. This resulted in grant of set off Smourreneee 
fo Rs.35.47 Lakhs. and consequent short levy of tax bo 
the extent of Rs.2.40 lakhs. ee 


% Qn this being pointed out in audit (October 
1992), the department revised the assessment for 196s] 
9 (August 1993) creating additional demand for Rs.35.38 
lakhs. Report pegarding recovery and revision of 
—"* for 1990-97 has not been received (December 

i fae 


ieee ae ; 
1993 Case was reported to Government in June 
75 followed up by reminders; their reply has not 
Seen received (December 1992}. 


Se By a Government notification issued (March 
L967) under the Karnataka Sales Tax Act, 19757, with 
effect from ist April 1987, the tax payable by a dealer 
on the sale oF sunm- flower oil manufactured in 
Karnataka, out of sun-flower seeds which had suffered 
Fax under the Act 16s to be reduced by the amount of tax 
paid on such sun-flower seeds, subject ta the conditian 
that the burden of proving that the tax on sur-flower 
seeds had already been oepaid shall be on the dealer 
selling the sun-flower oil. The set off 156 however, 
not admissible if the sun-flower oil 315 consigned out 
of the State and is not subject to sales tax under the 
Act. Further, as per the clarification issued by the 
Commissioner of Commercial Taxes in June 1987, on sales 
of sun-flower seeds, tax is leviable at 3 per cent. 


In Bellary district, while finalising the 
assessment for the year 1989-90 of a dealer engaged in 
the manufacture of sun-flower oil, set off was allowed 
on the entire purchase value of sun-flower seeds 
amounting to Rs.91.42 Lakhs consumed in the manufacture 
of sun-flower oil though 2,500,225 Kgs of sun-flower o1l 
valued at Rs.48.20 lakhs was sent on consignment basis 


outside the State and, as such, no set off was 
admissible on the purchase turnover of sun-flower seeds 


consumed in the manufacture of the sun-flower o1l seme 


on consignment basis. This resulted in excess set off 
and consequent short levy amounting to Rs.70,771. 


This was pointed out to the department in 
October 1992 and was reported to Government in May 199s 
followed up by reminders; their replies have not heen 
received (December i793). 


2.11. Non-levy or short levy of turnover tax 


Under the provisions of the Karnataka Sales 
Tax Act, 1957, every dealer, other than the Government 
of Karnataka, the Central Government or the State 
Government of any other State, whose total turnover in 
a year conforms toa the prescribed monetary Limits, 
whether or not the whole or any portion af such 
turnover is Liable to tax under any other provisions of 
the Act, is liable ta pay turnover tax on his total 
turnover less such deductions as are admissible under 
the Act. 


In the cases mentioned in the table below, 
turnover tax aggregating Rs.8@.06 lakhs was either not 
levied or levied shorts 


teers mene eee tee: — _ — aens eek ete emn eee oe wen eeee MRE er NNER REELS neR REE OS CO RENEE Meme Cen en nen on RET: CREE: wee OnE SEN emReT Le tegee ren: Wenebeneesenen enees a om tame streeentes sane a genenrenen tenn nenee, 


S14 Name of the Period Turnover Turnover 


No. cLty?/ Lisabie tax not 
district to levied 
furnever or short 
tax levied 


unin cin Takhs 


ee eee meee: met Nene ET Ree 6 MeL erent ems eenemet atte eres nt eeee: 


1 2 3 4 ma 
i Raichur L9Sa-9St 154.16 Gs pe 
district 
2 -do- 1989-90 
and 446.45 OL.58 
1990-91 
1 Belgaum 1990-91 OF de Pe be” O.FSO 
district 
4. Hassan i987? icy) 63.94 $ 
district and $ 
Ist January $ O.30 
19°88 to 39 
Sist March $ 
1°88 8.10 s 


hc ee 
Ley EW 


wees oe ene ewenes ae: 800: 05808 9000884 a 44" 2OCeeN ERS LOTEEEs Oneesi eset: 5h 9 :0rs wegEoesesecer ° 
nse Pesce bans eye rons sense es0ED0*#60 rT +060600 00 1n08@ 148.00 hued ere hone a srereesesyenatowseneoes | oonen. 
OO #00004 SOLE" 104.0 0008 SAS BEROLOSEOLAS ASOD ORREROTT OD SESOS NGA LOSbSER ETO SCenseeenie/sonen see 
Sen eN eee baste sratone om enhats snerebesen eaes nous seeeeresereveres: SOAR nORR + #0 ao ews nen ea enanreeeneteseenens ser netegessenteree ents srecnras neta t ee ween anenarenenes ones piasdévidecddecsaan 
celedeette net aet etter renee PN NPR OT COTTON Oe meet tet ¥en one 


= Bangalore 1988-89 1235.81 ees Fe, 
city 


ae -do- tet October 
19R4 tose. 
March 1967 i Bee 


ist April 
1987 to S3CGth 
September 19886 19.49 


ee ee 
o 
Ud 
KJ 


<a Gulbarga EPIO=F 1 47.04 O57 
district 


6. -doa- 198B-89 21208 3 
1989-90 15.74 5 O59 
= a Hassan 1990-91 38.67 0O.48 


district 


16. Dharwad ist April 
district 1784 to 2nd 
November i986 151.68 0.38 
1i. Bangalore Lhe dor $9 eater 45 LA 8 em | 0.85 
city 
Total B.05 
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On these being pointed out in audit (between 
May 1992 and February 1995), the department stated 
(between July i995 and November 1993) that the short 
levy in one case (Sl. No. 4) had been collected (August 
1992 and June 1993) and that the assessments had been 
revised in 5 cases (Sl. Nos. 3S to @ and t1)}. Further 
report relating to these cases and replies for the 
remaining cases have not been received (December 1793). 


The cases were reported to Government between 


January 1993 and July i993 followed up by reminders; 
their reply has not been received (December 1993). 


ZeiZa« Non-levy of penalty 


Ci) Under the Karnataka Sales Tax Act, 1957, a 
registered dealer is forbidden to collect any amount by 
way of tax or purporting to be by way of tax at a rate 
or rates exceeding the rate or rates specified in the 
Act or in respect of sales of any goods on which no tax 


i¢ leviable under the Act. If any person contravenes 
these provisions, the assessing authority may impose 
upon him, by way of penalty, 32 sum not exceeding ane 
and a half times the amount of such collections. 


In the cases mentioned in the table below, 
though information relating to excess callection of fax 
amounting to Re.47.05 lakhs by 2 dealers was available, 
ao action had been taken by the department ta levy 
penalty. 


eenereneneerr ttt ny one 


Amount collected ~ 


Si. Name of the Number of Year to which the 


No. city/district assessees excess collection in excess 
involved related (In lakhs of rupees) 
1. Bangalore city 1 1983-84 44.34 
‘2 -do- } 1984-87 1.01 
3. -do- 1 1988-89 1,48 


Total 47.09 
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On these being pointed out in audit {between 
Nctober i992 and March 1993}, the department stated 
(between August and September i793) that im one case 
(SL. No. 1} motice proposing levy of penalty at ane and 
a half times the excess collection was issued and in 
the two other cases (Sl. Nos. & and 3} arders lLevying 
penalty af Rs.1.01 Lakhs and Rse.2.22 Lakhs respectively 
were passed. Further report on collection at penalty 
has not been received (December 1993}. 


| This was reported to Government in Fuly 1993; 
their reply has not been received (December i993). 


C28") Under the Karnataka Sales Tax Act, 19757, if 2 
dealer fails to pay the tax demanded fram him within 
twenty-one days from the date af service of demand 
natice, he shall pay Penalty at the rate of one and a 
half per cent of the amount of tax remaining unpaid for 
each manth for the first three months, after the expiry 
of the time prescribed and at two and a half per cent 


Mf such amount for each subsequent month so long as the 
default continues. 


In the cases mentioned itn the tabi 

ses e below, on 
belated Payments af tax by 8 assessees, no penalty was 
imposed though penalty of Rs.5.55 Lakhs was Leviable. 


Si. Name of the Year Number Penalty 

No. city / of laviable 

district ASSESSPES (In 
rupees) 


a Bangalore Nag gm ot ad = Por 1 45,478 
city 
Zs = o- peoe (cy) 
to 
1989-76 1 44,462 
ws =~ 1785-684 1 2,906,143 
4. Bangalore ifG5 (cy) H Sy Sos 
Saty 
= -ao~ 1985-86. 
ta 
1788-89 1 RS 8 | 
&é. -oo— } ek = 5 teat = = i ss Oo 
Fs Guibarga 1987-B68 1 34,212 
8. opis fs ae | eget i 45,945 
pe Pe" 


Total 8 ma PF ae 


On these being pointed out in audit (between 
May 1991 and March 1993), the department stated (August 
19923 that notices had been issued in & cases (Sl. Nos. 
1 to 6&3. Further reports in these cases and replies in 
the remaining cases have not been received (December 
[9957 s 


The cases were reported to Government in June 
and July i792 followed up by reminders; their reply 
has not been received (December 1993). 
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CHAPTER & 
STATE EXCISE 
iia Results af audit 


Test check of records af the Excise 
Department, conducted in audit during the year 1992-92, 
disclosed short levy of duty and Licence fee amour t amg 
fo Re.2849.36 lakhs in 104 cases, which broadly fall 
under the following categories: 


jee tmcoveve qv ensaanmerses savnessreveres sane seoomecesenenrems pnacqnnusewesanenestoss ts Ineesnert IRRAnGsADeuses SS >rRBReSNRSeryore! Seeunsotonrorenceseasneonune e+ spbabe eeaeesher DESSeeDDOn towns ssen' oPbaeeed r#at,tenibbersaed AasttSe>in) bab kbd noRbneeset ‘nuApee ques sas babel en eesdard Seana Aceo-nesndb)+ei eseshianesspueceoioenerneesen 


Number Amount 


of ftIn lakhs 
Cases of rupees) 
1. Non-recovery/short recovery 

of licence fee 31 1279229 
2. Errors in computation of duty 26 SiS see 
as Production losses/wastages st Bu 
4. Other irreqularities 44 642.15 
Total LOS 2B49.56 


During the course af the year 1992-93 the 
concerned department accepted under-assessments, 
failure to raise demands etc., of RS.174.99 lakhs 
involved in S52 cases of which 9 cases involving Rs.Zz.08 
lakhs had been pointed out in audit during 1992-92 and 
the rest in earlier years. A few illustrative cases 


involving Rs.B73.16 Lakhs are Qiven in the following 
paragraphs. 


hae Short collection of licence fre 


{a} According to the Karnataha Excise 
(Manutacture of Wine from Grapes? Rules ivée as 
amended vida notification dated {Lith February 1992, the 
Se | CeO Re fee chargeable for every licence for 
Rx arg oh wine from grapes was enhanced from 
SANG £o Re. 25,000 with effect from ist July 1990 


ee Paka test check (September 1997) of the 
Pees 7s o ‘Ne Excise Commissioner, Bangalore it was 
“eeo In audit thet Licence fee at the pre-revised 


&F 


rate of Rs.i0no only had been cOllected in 23 Cages 
ee eee 1990-91 “Eng ae cases in 1991290} instead 
of at the enhanced rate Of Rs.25,000 resulting in short 
collection of Rs.5.52 lakhs. 


This was pointed out to the department in 
September 1992 and was reported to Government in 
November 1997 followed up By reminders; their replies 
have not been received (December as dar gy Bae 


CO} According to the Karnataka Excise (Sale of 
Indian and Foreign Liquors? Rules, 1968, as amended 
vide notification dated Pist February 1992, the annual 
licence fee chargeable for every wholesale Licence, for 
Sale in one district, was enhanced from Rs .56,000 to 
Re.i lakh with effect from ist July 1994, 


For licence sanctioned on or after ist 
January of the Following year, only half the licence 
fee is to be levied. 


Tt was observed in audit (September 1992) in. 
the office of the Excise Commissioner, Bangalore that 
in the case of 342 wholesale licences for the whole 
year and @2 wholesale licences for half year granted 
for the excise year LFIL-92, as against the Licence fee 
Of Rs.365 Lakhs due, the licence fee actually collected 
was only Rs.251.575 Lakhs resulting in short collection 
of Licence fee amounting to Rs.111.4625 Lakhs. 


This was pointed out to the department in 
September 1992 and was reported to Government in 
Movember i997 followed up By reminders; their replies 
have not been received (December 1993). 


(c) According to the Karnataka Excise (Sale of 
Indian and Foreign Liquors) Rules, 1968, as amended 
Vide notification dated Zist February 1992, the annual 
licence fees chargeable for different tinds of licence 
for vend of liquors, such as, wholesale licence, retail 
Of shop licence, hotel and boarding house licence, 
refreshment room (bar) Licence etc., were enhanced with 
effect from {st July 1991. 


In 7 districts (Bangalore Rural, Bangalore 
Urban, Mysore, Belgaum, Hassan, Tumhur , Dakhkehina 
Kannada, Bijapur and Dharwad), Licence fees for 1991-92 
due from 4211 licensees possessing different kinds of 
licence for vend of Liquors were collected at the old 
rates instead of at the enhanced rates restlting in 
short collection of licence fee amounting to Rs.726.86 


lakhs. 


ays 


This was pointed out toa the department 
between August 1992 and January 1993 and was reported 
to Government between January i995 and, Aoril 1 Me tr 
followed up by reminders; their replies have nok been 
received (December 1995). 


2g Non-recovery of privilege fee on rectified 
spirit 


Linder the Marnatahka Excise (Excise Duties and 
Privilege Fee? Rules, 1968, a privilege fee shali be 
levied an rectified spirit at the rate af As.9.75 per 
proof litre, when such spirit is issued from any 
distiilery, warehouse or any other piace of storage. 
Issue means any transfer or release of rectitied spirit 
for any use or for manufacture of potable or non- 
potable products within or outside the premises of 2 
distillery. 


In Kolar district, a lorry transporting 12000 
bulk Jitres of rectified spirit issued 35 per the 
department's permit dated . 32h Ie Sa Tram 32 
distillery ge Bijapur districts toa. bottling wien 
Kolar district met with an accident resuiting in loss 
of 4870 bulk litres (8132 proof litres) of vreetitved 
spirit. Privilege fee amounting toa Rs.79,287F an the 
spirit lost was not levied. 


Privilege fee was leviable at the port. oF 
issue of spirit and the purchase of spirit and its 
transport was made at the risk and cost of the 
purchaser. Further, gccording fo the wistructions 
issued by the Excise Commissioner in April 1989, 
accident to the vehicle carrying the excisable articles 
does not remove the liability for payment of eNcise 
duty and duty is required to be Levied on the articles 
lost in transit due to accident ete, The amission to 
levy Privilege fee on spirit lost in transit resulted 
iN non-realisation of revenue amounting to Rs.79,287. 


| This was pointed out to the department in 
March i992 and was reported to Government in May ifs? 
followed up by reminders; their replies have mot been 
received (December 19935). 


5.4. -‘Non-recavery of duty on Indian Liquor 
exparted 


a linder .the Marnataka Excise (Excise Dutres and 
Privilege Fee) Rules, 1968, a rebate on duty 316 allowed 
mM respect of Liquors exported outside the State to any 
place within India. According to the Farnataha Excise 


- 


a - 
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(Possession, Transport, Import and Export oF 
Intoxicants? Rules, 1967, and the instructions issued 
by the Excise Commissioner (March 1977, December 19789 
and March 1990), in case oaf export to Defence Units 
where the report of verification of the consignment or 
warehousing of the intosicants in the importing State 
has not been received by the permit issuing authority 
within 9O days from the date of expiry of the export 
permit, the differential duty shall be collected from 
the exporter or the sureties. 


in respect of 8,896 bulk litres of Indian 
liquor exported to Defence Units in other States from 2 
distillery in the district of Bidar on the basis of 7% 
export permits issued during the excise year 1991-92, 
verification reports had not been received from the 
importing States till August 199%. No action had been 
taken by the department to demand the differential 
excise duty amounting to Rs.2.49 lakhs involved in 
these cases from the exporting distilleries concerned 
or the sureties. 


On this being pointed out in audit (Gugqust 
i992), the department reported (June 1995: that efforts 
fo collect the verification reports were in progress. 
Further report has not been received (December 1992). 


The case was reported to Government in April 
1993 followed up by reminders; their reply has not Seen 
received (December 1993}. 


a Short payment of export duty on beer 


Under the Karnataka Excise (Excise Duties and 
Privilege Fee) Rules, 19668, and the Government 
notification dated Bist November 1992, from ist April 
1992 duty at the rate of Re.i per bulk Litre is payable 
(20 paise per bulk Litre up to Gist March 19792) by the 
licensee in respect of beer exported outside the State 
of Karnataka to any place within [ndia. 


A brewery in Bangalore district exported 
15.57 lakh bulk litres of beer outside the State of 
Karnataka during the period from 23rd May i992 toa 30th 
June 1992 on paying duty at 20 paise per bulk Litre, 
against Re.1 per bulk Litre, resulting in short payment 
af duty amounting toa Rs.12.350 Lakhs. 


This was pointed out to the department in 
July 1992 and was reported to Government 19 September 
1992 followed up by reminders; their replies nave nor 
been received (December 1993). 
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3.4. Non-recavery of interest 


As per the Karnataka Excise Licences (General 
Canditions? Rules, 1967, the rent payable to Government 


in respect of the Liquor shop for each month shall be 
crecited hy the Licensee into the treasury on or before 
the last day of that month. Interest at the rate of 18 
per cent-per annum shall be' charged from the first day 
af the succeeding month on the outstanding amount as 
long aS it remains unpaid. ) 


In an excise office in ‘Dakshina Kannada 
district, on payments of rent agaregating Rs.560.11 
lakhs for the months from March L992) to aye ey. 
received by means cf cemand drafts after delay ranging 
from 16 days to 77 dayS, no interest was charged 
resulting an non-recovery of interest amounting to 
Rs.iit.Rl lakhs. 


This was pointed out fo) 6the department in 
January 1995 and was reported to Government in April 
1993 followed up By reminders; their replies have not 
been received (December 1993}. 


Raw ES Short levy of Litre fee 


Under the Karnataka Excise (Excise Duties and 
Privilege Fee) Rules, 1968, a litre fee at the rate of 
Rs.& per bulk litre Shall be Levied an country liguors 
containing 42 per cent and above of proof Spirit when 
SsOld by licensees as per the Karnataka Excise (Sale of 
Indian and Foreign Liquors) Rules, i968. However, 
litre fee at the rate of Re.i per bulk litre only ais 
deviable on beer, cider and all other fermented Liquor. 


| In two Excise Dffices in Chitradurga 
district, on 39,207.50 bulk litres of Fenny containing 
42.8 per cent of proof spirit issued to licensees 
during the period ist April 1990 to 30th June 1991, 
litre fee at the rate of Rev] per Bulk litre only had 
been levied as against As.6& per bulk litre resul€ing in 
short levy of litre fee by Ro.1.76 lakhs. 


: THiS was Pointed out to the department in 
June 1992 and was reported to Government in July L9Es 


fol lawed up by reminders; their replies have not bean 
received (December [I993). ; 
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CHAPTER 4 
TAXES ON MOTOR VEHICLES 


4.1. Results of audit 


Test check of records in the Motor Vehicles 
Department, conducted in audit during the year LOG 2=9 5 « 
disclosed under-assessments 2 Ff tax amounting ta 
Rs.S81.43 Lakhs in 165 cases which Oroadly fall under 
the following categories: : 
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Miumis er Amount 


of {In lakhs 
3 | Cases of rupees) 
1. Non~-levy/non-collection of 

penaity/tfees 7G I6Se oe 
2. Non-levy/short levy of tax b9 5 ra a 
a. Irregular refunds a Coo 
4. Other irregularities 13 ae F2 
Tatal 165 =B1.42 
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During the course of the year 1992-93, - the 


concerned department accepted uncer-asseesments, 
ee2iiure to, Gatee demands “etes, of Rs.74.75- Lakhs 
involved in 44 cases which had been pointed out in 
audit in earlier years. A few illustrative cases 


involving Rs.14.53 Lakhs are given in the following 
paragraphs. 


42. Levy of tax at incorrect rate 


Under the Karnataka Motor Vehicles Taxation 
Act, 1757, wo to Sist March 1989, the rates of tax 
leviable on omnibuses and private service vehicles were 
determined with reference to the number of persons 
which the vehicles were permitted to carry, but with 
effect from ist April i989, the rates are determined 
with reference to the floor area of the vehicles. 


In Belgaum region, the tax for the period 
from ist Woavember 1989 to Sist July 1992 on an omnibus 
having a floor area exceeding il2 square metres, which 
had migrated from Dakshina Kannada region in November 
1989 and was used by a driving school, was wrongly 

W 
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levied and collected with reference to the numbar of 
persons the vehicle was permitted ta carry instead of 
with reference toa the floor area of the vehicle 
ting in shart levy of tax amounting to Rs. 97,740, 
ar short Levy of tax vecurred in respect of tne 


resul 
Simil | G ; 
same vehicle for the period from ist April 1989 to Jist 


ic 
October 1989 in Dakshina Kannada region. 


fin this being pointed out im audit (September 
1992}, the department re-assessed (July 1993) the tax 
due in respect of the vehicle on floar-area basis for 
the period from ist April 19789 to Sist July 19% ane 
raised demand for Rs.1.53 lakhs. Details of recovery 
have not been received (December 1973}. 


The case was reported to Bovernment Lr 
December 199%5 their reply has not beer received 
(December 1993}. 


b 
ta 


1'oss of revenue due to irregular grant of 
exemption 


Under the Karnataka Motor Vehicles Taxation 
AcE, i957, an omnibiises, tar 15 leviable at the rates 
specified therein. By a, notitigacion issued an 
February iS67, Government exempted from payment of tax 
motor cars and motor lorries used as motor ambulance 
vehicles and travelling dispensaries to provide free 
service to the public. 


in Bangalore North region, 3 vehicles owned 
by a company and registered as ambulances were granted 
exemption from payment of tax though they were mot used 


[9 provide free service ta the public. The vehicles. 
were correctly classifiable as omnibuses and assessable 
£0 tax accordingly. The ancorrect grant of exemption 


resulted im non-levy of tax amounting to As.82,407. 


pest) DN this being pcinted out in audit ‘Boral 
i972), the department stated that the vehicles were 
meant for free service to factory workers of the owners 
arid hence thie Pmempt ron granted WS in order. 
Government to whom the case was reported (July 19¢2) 
endorsed the view of the department (April i993) and 
held that public included any class ar community and, 
as Such , the exemption allowed was in order. This 
Fenfion is not tenable as the benefit provided by 

company was limited to its workers, to the 
lusion of all others outside the company and could 
mot be construed 49 ‘free service to the public’. 
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4.4. Loss of revenue due to non—-renewal of 
certificates of registration 


Under the Motor Vehicles Act, 1988 and the 
Central Motor Vehicles Rules, 1989 mada thereunder, a 
Certificate of registration issued in respect of a 
motor vehicle other than a transport vehicle, shall be 


Payment of the Prescribed fee, If the owner of a 
vehicle fails to make an application for renewal within 
the period prescribed, he is liable to Pay penalty of 
such amount not exceeding one hundred rupees, 


In 7 regions, renewal of certificate of 
registration in respect of 4548 non-transport vehicles 
(Shimoga: i562, Belgaum: 1861, Kolar: 5397, Gulbarga: 
1548, Mandya: 231, Bangalore West: 693 and Mangalore: 
534) due between March 1997 and October 1997 had not 
been done. This resulted in non-collection of 
registration fee (R5.3.79 lakhs). Penalty not 
exceeding Rs.6.57 lakhs though Leviable was not levied. 


On these omissions being pointed out in audit 
(between May 1997 and November 19927), the Commissioner 
for Transport, Bangalore issued instructions (March 
1995) to all concerned to initiate action for renewal 
of certificate of registration wherever due. Reports 
regarding renewal of the certificates in respect of 587 
vehicles and collection of fee and penalty aggregating 
Rs.95,255 had subsequently been received in respect of 
4S regions between July 1993 and August 1993. Further 
reports relating to these and other regions have not 
been received (December 1997). 


Government to whom the cases were reported 
(between September 1992 and May 1993) endorsed the 
reports of the department (September BS der 


4.5. Loss of revenue due to non—assignment of new 
registration marks 


Under the Motor Vehicles Act, 1988 (Central 
Act) and the Karnataka Motor Vehicles Rules, 1989 made 
thereunder, when a motor vehicle registered in another 
State is kept in this State for a period exceeding 
twelve months, if is required to be assigned tweth a new 
registration mark on payment of the prescribed fee. If 
the owner of the motor vehicle or the person in 
possession of the motor vehicle fails to apply for the 


assignment of new registration mark, he shall be Liable 
ri ees a sum Of Rs.50 for the default for the first 


rr lea 
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month and Rs.25 for the default for every subsequent 
month provided that the total amount payable shall not 
exceed Rs. 1. 


in Shimoga, Kolar and Bangalore North 
regions, 703 vehicles which migrated ta this State 
between June i973 and May 1991 bad not been azsigned 
the naw registration marks as prescribed. This resulted 
in loss of fee and penalty amounting fa Rs.1.39 Lakhs. 


On this being pointed out in audit (between 
April 1992 and June 1992), the department intimated 
(between March L993 and July 1SoR? that rei 
registration marks had been assigned to 714 vehicles 
for which fee and penalty amounting to Fs.48,195 had 
been collected and that notices had been is5sued in 
respect of the remaining vebicles. Report regarding 
further progress has not been received (December 19973). 


Government to whom the cases were reported 
(between July 1992 and September i992) endorsed the 
replies of the department. 


4.&. Loss of fee due to non-issue of goods vehicle 
record 


Under the Karnataka Motor Vehicles Rules, 
1989, the driver of every goods vehicle shall teep and 
maintain ain the vehicle, 4 record (GYR) in the 
prescribed form (EMY.9) which shall give in respect of 
each day, particulars of Journeys, description of 
commodities etc., and shall be open to inspection by 
any officer of the Motor Vehicles Department or of the 
Police Department. The GYR shall be supplied by the 
Secretary of the Transport Authority concerned in the 
form of serially numbered books, each containing 99 
numbered pages in duplicate with the seal of such 
Transport Authority on each page and the fee for each 
such book shall be ARs.25. The Commissioner for 
Transport, Bangalore had also instructed all concerned 
(February 1990) that GVRs should be issued to the 


vehicles invariably at the time of issue or renewal of 
Titness certificates. 


we During the year 1991-92, though fitness 
certificates in respect of 644?1 goods vehi pee were 
issued/renewed in 3 regions (Belgaum: 2959, Mandya: 902 
and Bangalore West: 2960), GVRs were issued only in 146 
cases (Mandya: 142 and Bangalore West: 4). 


A On this being pointed out in audit (between 
ctober 1992 and December 1992), the government stated 


(August 19935) that the nan-issue in Mandya region was 
due to non-availability of stock of GYRs and that 
action had been taken to obtain supply of GYRs from the 
Government Fress, However, non-issue of even the 
avallable 4709 GYRe in the other 2 regions (Belgaum: 
1163 and Bangalore Wests Jeb} resulted in non- 
cOllection af fee amounting to Rs.42,725. 
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CHAPTER 5 


TAXES ON AGRICULTURAL INCOME 


ns PS ER Results of audit 


Test check of records in Agricultura} Income- 
tax Offices, Conducted in audit Guring the year 1997-93 
disclosed under—assessments of tax amounting to 
Rs.25.77 lakhs in 74 Cases which broadly fall under the 
following Categories: 


en eee Neen 5a ata eneeeetnatiane at chamuctepene « eres . . “ — een a ec LATER et hain reantenerantnitpemtea in 


Number Amount 
of (In Lakhs 
cases Of rupees} 
1 EB Errors in Computation of pe 8.84 
income 
2. Non-levy of interest ana 36 6.09 
penalty 
3. Irregular allowance of 11 ee 
expenditure 
4. Short-determination of & Fe 
income 
>. Other irregularities a 3.89 
Total 74 soared 


ce ee acter eee ee a - ete - 


During the course of the year i992-93, the 
concerned department accepted under—assessments, 
failure to raise demands etcess-- of RS.5Q.96 lakhs 
Involved in 73 cases which had been POInted out in 
audit ap f®arlier years. A few Illustrative cases 


involving Rs.17.83 lakhs are Qiven in the Folloming 
Paragraphs, : 


~ Non-levy of tax on the Share of income 
recelved from a dissolved firm 


Under the Karnataka Aariculturs}) Income-tay 
Act, 1957, where any business thraugh which 
a9°icultural Income jis received jis discontinued in any 
year, any sum rece®ived after the Discontinuance of 
business Shall be deemed to be the income of the 


such sum would Rave been taxable but for discontinuance 
of business. 


S~- | 


| In Mysore SAE Bly Ag Weel ax 4 registereg firm was 
dissolved OW eee OC tober 198? and the Property was 
distributed among the Partners: One of them being an 
aSSOclation iy Persons arid Chrar Gthers being 
INdividua] Proprietary concerns. ; 


| (323 One of the partners Of the eretwhile firm, 
fetes s- the S550Clation of Persons, received during the 
PTEVlOUS years relevant to the assessment years L9B9- 9% 
and Lee inres back—-pool receipts of Re .35.74 lakhs and 
Rs.2.54 Lakhs respectively relating to the year 1984-B7 
809d earlier Periods o6n Which ta. BRHOUN LING to Hs. 3246 
lakhs and Rs 99a] sty respectively was not. levieds 


Qn this being POoInted aut ap audit (Bugiust 
i770)... the Department stated (January 19933 that the 
SSSESSee was entitled Fo the benefit oF composition of 
Fax under fhe Oct during the releyant aSSessment years 
Pee? OO and Le71-97 and, a5 Such. the Guestion of 
SS5S5ESSing the Bback-pool receipts did not arise, The 
CONtentian oF the department is HOt {enable as Che 
Share income from the erstwhile firm WIS NO covered by 
fhe COMPOSition tar Paid by the assSessee and had to Be 
Caxed Seperately on regular assessment basis. 


THIS was 3931N pointed wit to the department 
im April 1992 and the case “35 Freported ty Bove ronment 
in May 1992 followed up py reminders: their replies 
have not been received (December LYST z 


(b 3 During the Previous years relevant to the 
a5Sescsment years ae? 7 LF9O-91 ang Ard Foon abet hale 2) 
Other three Partners of the erstwhile firm mentioned 
above also recelved back-pool receipts relating to 
1985-87 and earlier seasons sg9greqating Rs.7v lay lakhs 
ON which tar leviable amounting to Rs.3.74 Lathes yas 
MOF levied. 


On this being pointed out IM audit ‘August 
t99t and July 1992), the department Stated (October 
1992) that these three Partners of the erstwhile firm 
were also assessed to tax under Section 4&4 allowing the 
benefit of Composition of tax as they were holding less 
than 275 acres Of Land and the Composition tar so Paid 
-Overed the entire income and hence the guestion of 
further taxing the back—pool receipts did not arise. On 
/arification by audit in April 1295S, 4 WAS, However, 
IOficed that the contention of the Jepartment was not 
Orrectl as the Partners had actually been assessed to 
ax ON regular income basis and not on Composition 
assis. AS such, the share Of back-pool receipts had 


O be taxed by including such income along with the 
egular income of the relevant years. This was again 
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painted out to the department im Apral U9Fs; their 
reply has not been received (December 19935). 
> bi = 


The case was reported to the Government 1m 
Oc tebecr Saray | and September ae a followed uo - oY 
reminders 4 their reply has not heen received (December 


PIS 


Sex Non-clubbing of income ot minor children/wife 
of individual 


Under the tarnataka Agricultural Income-tax 
Act), Teese ain computing the total agricultural imcome 
of an individual, there shall be included ali such 
agricultural income 4s arises directly or indirectly to 
the spouse af such individual from the membership or 
the spouse in a firm an which such individual is a 
partner or to a minor child of such individual from the 
admission af the minor to the benefits of partnership 
in a firm in which such individual ts a partner. For 
this purpose, where the spouse or 3 minor child of an 
individual is a beneficiary under a trust, the income 
arising to the trustee from membership in a firm in 
which such individual is a partner shall to the extent 
such income is for the benefit af the spouse or minor 
child of such individual be deemed fo be income arising 
to the spouse or minor child in a firm inc which such 
individual is 2a partner. 


In Chickmagalur district, two individuals 
alongwith seven trusts, the beneficiaries of which are 
spouse or minor children of the two individuais were 
partners of a firm. But the share income of the 
beneficiaries arising from the firm in the assessment 
years 1987-88 to 1990-91 were assessed separately 
instead of clubbing the share income with the iacome of 


the two individuals. This resulted in short Levy of 
tax amounting to Rs.2.21 lakhs. 


ne On this being pointed owt in audit (August 
rae the department revised the assessment (July 
1993) and raised additional demand of &Rs.1.68 lakhs 
after adjusting the tax already paid by the assessee. 


Further report on recovery of the amount has not been 
received (December 1993). 


The case was reported to Government in 


November 19972. Ree ai 
(December 1993). ein eety, See 86 ee 
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a ee, Incorrect determina2tian of taxable income 


ta) Under 4 : 
der the Karnataka Agricultural Income~tax 


Bet 1997s oe any. year, expenditure is incurred by 4 
person for replanting of rubber in any plantation, such 
expenditure not exceeding the amount necessary for 
replanting two and a half per cant of the acreage ae 
plantatian held vy the person may par aes 35 
deduction in computing the ieee : 
of such person. 


taxable agrictitural immcome 


- . | 0 re 

: l Mysore district, while determining the 
saxable agrictiitural income of an assessee for the 
assessment year 1991-2, an amount of Fs.90,790 was 
allowed as deduction on account of replanting enpenses 
of THAD EN plants againet the atlowable deduction of 
Rs.25,507 resulting in shart determination af income by 
Rs .69,441 and conmsequent short levy Of ta by 
Reu53, 772% 


This was pointed out to the department in 
July 1992 and was reported toa Government in January 
1993 followed up Dy reminders; their replies have not 
been received (December 1993s. 


(D} inder the Karnataka Agricultural Income-tax 
act, i9sfay =o deduction allowed tawards expenditure 
for new cultivation, replanting and maintenance of 
immature coffee plants which remains unspent for five 
years after the assessment year shall be treated as 
income of the sixth year. 


In Hassan district, in. the cas@, 67 ‘an 
assessee firm, the unspent balance of replanting 
expenditure amounting fo Rso.1.56 lakhs allowed during 
the accounting year 1992-83 was not added back and 
taxed a5 income for the assessment year 1989-90 
eventhough the assessee firm had returned this a5 
income for being taxed. This resulted in short levy of 
tax amounting to Rs.1.01 Lakhs. 


This was pointed out to the department in 
July 1992 and was reported to Government in October 
1992 followed up by reminders; their replies have not 
been received (December 1995). 


5.9. Incorrect computation of agricultural income 


Under the Karnataka Agricultural Income—ta» 
Act, 1957, and the rules made thereunder, 4 deduction 
from agricultural income is allowed towards 


depréciation of assets owned by the assessee and used 
for the purpose of deriving the agricultural income. 


In Chickmagalur district, while computing 
(January 1989) the taxable income of an assessee firm 
for the assessment year 1987-88, 3a deduction of Rs.i.19 
lakhs was allowed by the assessing officer towards 
depreciation without adding bach the deprecistion of 
Rasteoo lakhs already claimed in its accounts hy the 


assessee. This resulted in short computation of 
taxable income by As.1.53 Lakhs and consequent short 
levy sot ita amounting to Rs.94,800 (Rs.36,700 - firm 


and Rs.58,100 - partners). 


This was pointed out to the department in 
June 1989 and was reported ta Government in March Loos 
followed up by reminders; their final replies have not 
been received (December 19933. 


a ts Failure to assess income trom firm 


Under the karnataka Agricultural Income-tax 
Act, 1957, in the case of 2a registered firm, after 
aSsSessing the total income of the firm, the 
agricultural jncome—tax Payable by the firm itself 
shall be determined and the share of each Partner in 
the income of the firm should be included in his total 
income and assessed fo tax. Further, as Per the 
Provision relating to composition of tax under the Act, 
when the total extent of land under Plantation crops 
held by any person does not exceed 2 acres, such 
person may, with the Permission of . the assessing 
authority, compound the tax payable by him and Pay in 
lieu thereof 3 lumpsum tax at the Prescribed rate. 


{a} In Kodagu district, the share income 
amounting to Rs.97,144 each of two partners of a firm, 
received during the previous year relevant to the 
assessment year 1991-92, was not Included in their 
fotal income and assessed to tax on the Plea that they 
enjoyed the benefit of COMPOSLtion of tax under the Act 
int Teepect of ther Separate individual holdings of 
less than ao acres, As the composition covered only 
the income from their individual holdings, the levy of 
fax kph We Share income from the firm W385 mandatory. 
The OMISSION to levy tax on the share income of the 


Periners in this case resulted in short levy of tax of 
Rs.42, 446. ‘ ’ 


THiS was POInted out ¢ 
e : i (OQ the department in 
Eee BAe age and was reported to Government in March 
fae (Owed up By reminders; their replies have not 
been received (December 1993}. 


; (Db) In Chickmagalur gcistrict, the taxable income 
gor an assesseae firm for the assessment year 1989-90 was 
computed (September 1990) by taking 1ts share in the 
income of another firm as loss of Ris.1,46,141. However, 
fhe said share of loss was subsequently revised (April 
Pree Gh LANCOME ror ne. 60,162, which actually worked out 
to Rs.57,414 only. 


Oms S5120n to Simiitaneously revise the 
aasessment af the assessee firm for the year 1969-90 
resulted in short camputation af income. by Re w2s24 
lakhs and consequent short levy of tam amounting to 
Ma.l.c7 Laks. 


TRiS was pointed out to the department in 
June i999 and was reported toa Government in January 
i995 followed up Dy reminders; their replies have not 
been received (December 1995). 


Ya hers Non-levy of interest on belated payment 


Ca} Under the Karnataka Agricultural Income-tax 
Act, 1997, an assessee wha withholds the payment of tax 
with permission has to pay in addition ta the tax 
payable, interest an the tax due at the rate charged by 
scheduled banks for unsecured loan from the due date up 
to the date of actual payment. 


In Chickmagalur district, an appeal preferred 
by an assessee firm in the High Court of Karnataha, 
contesting the levy of tax amounting toa Rs.1.76 lakhs 
for the assessment year 1987-88 payable before Sist 
October ifSBB was dismissed. The assessee firm which 
Had initially obtained stay order for withholding 
payment of the tax, paid the tax on 2nd April 1992. The 
assessing authority, however, did not levy interest for 
the period from ist November i98G to Sist March t7¥e 
amounting to Rs.1.05 Lakhs. 


This was pointed out to the department in 
June 1992 and was reported to Government in January 
1993 followed up by reminders; their replies have not 
been received (December 19795). 


(b 3 AS per an amendment fo the karnataka 
Agricultural Income-tax Act, 1997, introduced with 
effect from ist April 1987, in the case of 2 registered 
firm the agricultural income-tas payable by the firm 
itself shall be determined and collected from the firm 
and the share of each partner in the income of the firm 
shall be included in his total income and assessed to 
tax accordingly. Prior to the amendment, the income of 
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the firm was to be aliocated to the partners and no ten 
ik . : ~ : 
was to be collected fTrom the Tirm. 


Some assessees (registered firms) went in 
Fo sfio Poth aT ee + 
appeal challenging the date of effect of the emendment 


+. 

holding “tas fhe amendment should appiy only ow: 
effect from the assessment year if8h-es. The High 
Court of Karnataka upheid the Levy of tax wath eftect 
from ist! Apres pistes. Hs the assessers went in appeal 
on their on, they oere iiadie fOo060Uloppay rwHterest 
according to the provisions of the Act on the delayed 
payment of fax roight trom the due date mentioned in the 
original notice of demann. 


In & cases in Kodagu daistrict, for the 
assessment year Ivo?-Sa. the interest sno teviabls 
amounting to Rs. 7B,i30 was nat. demanded Dy the 


department. 


On this Seeing paimted out an ausit {Sentember 


i992 and November i995), the department levied and 
collected {January 1993) interest ef Rs.3é.558 in one 
case and levisd (‘September 19¢) interest ammintang fo 


Rs.41,B30 in the other case. Report on realisation of 


demand Has not been received ‘Mecember LYos: 


& 
. 


The case was reported FQ §6Gavecnment in 
February i993; their reply has not been received 


oe 
(December {993:. 


3.8. Short levy due to excess aliowance af 
deduction 


it has teen jgudicially neisr that Pains set 
on 155 HOS Sar subsastiog liapsii3ty and hence not 


3 
allowatie as an PexPenogiture in computing the assessee = 


In Bangaiore district, while computing the 
taxable agricultural income of «4n aSSsessee company for 
Ene assessment year 1981-82, an amount of Rs.1.9% lakhs 
fowards “bonus set on’, not allowable as expenditure 
aS aforesaid, was allowed by the assessing officer as 
deduction in addition to the deduction relating to exp 
enditure on bonus to employees as disclosed in the 


2 2 a 
Ma ima Vanaspati & Chemical Co. ftd., vs Commissioner 


ee income Tax (1989) 154 47R ASS tNadhya Pradesh 
High Court) : 


35 See cm € 3 Big 
SBSeSSee SS fro. and loss -accout. This resulted in 
short levy of fax amounting fo As.1.25 Lakhs. 


Dn this being pointed ouk in audit (October 


1G9% } : : 

1992), the assessing officer isested notice to the 
ASSePSSECB. Further reoort has not heen received 
(Gecember i993). 


The case was reported fo Government in 
banuary 19552 their reply has not been received 
(December 1995}. 


2 he ape Double adjustment of advance tax 


Under the tMarnataka Agricultural Income-tax 
Act, 1957, where a refund 15 due to any person, the 
assessing officer may set off the amount fo be refunded 
or any part therect against the agricultural income-tax 
remaining payable by that person. 


in Modagu district, refund of As.89,937 due 
to an 4255e5See8 on account af excess advance tax paid by 
him in respect of the assessment year 1985-86 was set 
off (December 1990) to the extent of Fs.38,242 against 
the tax payable by him for the assessment years 1984-87 
and 1987-88 and the balance of RS.51,595 was ordered fo 
fe carried forward to be adjusted against future 
demands. However, when the assessment for the year 
1985-86 was cevised in February 1992, the entire 
advance tax paid in respect of the year was once again 
adjusted overlooking the set off of Rs.89,9237 already 
allowed in December 1990 Leading to corresponding short 
demand of Rs.89,937. 


This was pointed out to the department in 
Hovember 1992 and was reported -o)0 «Government in 
February 1993 followed up by reminders; their replies 
have not been received (December ie don ia 


53.10. Short Levy due to computation mistake 


Under the Karnataka Agricultural Income-tax 
Act, 19957, and the Rules made thereunder, for arriving 
at the net assessable amount of agricultural income, 
any sum paid by an assessee in the previous year as 
donation to the specified funds not exceeding LO per 
cent of the total agricultural income is allowed as 


deduction. 
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In Hassan aistrict, ewhale finalising the 
assessment of an assessee company for the period tst 
July 198B to Sist March 1989, 3a sum of Re.65,000 
debited -in° its profit “and Yose accounts towards 
donafion was not added back to its income even though 
deduction for the purpose of tax on this account was 
separately allowed. This resulted in tan being levied 
short by Rs.42,250. 


& | , . 
THiS was pointed out to the Hepartment in 


July 1992 and was reported toa Government in January 
1995 followed up by reminders; their replies have not 
been received (Decemher 1993}. 


ps rag be Be Non-levy of penalty 


Under the Karnataka Agricultural J 
Act, 1957,°4f after the Final assessment, th advance 
fax paid by the assessee is found to be less than the 
fax payable by more than ?5 per cent, fhe assessing 
authority may direct the asseesee to pay, in addition 
to the tax, by way Of penalty a sum calculated at in 
per cent of the amount so paid short. 


ncome—-taw 
ro) 


In Kodagu district, in one case, though the 
advance fax paid (Rs.3.461 Lakhs} Dy 8M 325585588 tor the 
assessment year 1990-91 fell short of Che tax payable 
(Rs.12.56 lakhs) by more fhan 25 per Cenk, the 
aSsSessing authority, while concluding the assessment in 
January 1992, did not levy any penalty, though penalty. 
“up fo Rs.B9,5346 could have been bevied. ; 


This was pointed out to the department in 
Jaiuary 1993 and was reported ta Government in March 
1993 followed “up by reminders; their replies have not 
been received (December Leora 


CHAPTER & 


LAND REVENUE 


or 


Results of anuchit 


poo aan’ is oy ee s 
Test check of records in’ taluk and district 
atfices relating fo land revenue, conducted in audit 
during the year 1992-93, disclosed short levy af land 
revenue, water rate e@etc., amounting to Rs. 6052.90 Lakhe 
im” 257 cases, which broadly fall under the 


“ following 
categories 


EN ee usemniavacstaiessabeathe dinieh anit m: 


Number AmoauNn f 
af tin lakhs of 

- 5. ee Fe Cases rupees) 
ae Nom-ievy/sshort levy 

of tTonversion fine 45 AE te aes bo 
Sete Nan-levy/short levy 

of tine for tieutho- 

rised occupation af 

Rovernnent iand 54 PN ete 
ie Mom-levy/short levy 

otf water rate 4? ia iy Bae = hes 
4. Mon-levy/short levy 

of maintenance cess Se) 1068.63 
=a fther irregularities 54 1021.60 

Tatal Paes S052 290 


During the course of the year 1992-93, the 
moncernend department accepted under-assessments, 
failure to raise demands etc., of As.802.355 Lakhs 
involved in til cases which had been pointed out in 
audit in earlier years. A few illustrative cases 
involving Rs.12627.49 lakhs are given in the following 
paragraphs. 


4.2. Levy and collection of water rate 


A. Water rate tor agricultural purpose 


Levy and collection of water rate for the use 
of water from irrigation works and trom natural 
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waterways for agricultural PUrPOSeP are governed by the 
provisions of the Karnataka Irrigation fLavy oF 
Betterment Contribution and Water Rate)? Act, 1957, the 
Karnataka Irrigation Act, 1965, and the Rules made 
under these Acts. 


Water rate for agricultural purpose depends 
on the area of cultivation and the kind of crap grown 
and ranges from Rs.@ per acre for manurial <raops to 
to. 20 per acre for sugarcane. Lower rates have bean 
prescribed for water supplied from irrigation works 
which have no assured supply of water and alsa for 
water supplied from minor Irrigation works. Separate 
rates have been prescribed for use of water from 
Natural waterways. 


The demands of water rate for use of water 
from irrigation works and from natural waterways for 
agriculture are prepared by the Irrigation Department 
and forwarded to the Tahsildars in the Revenue 
Department for collection. 


(a) Arrears of water rate, maintenance cess and 
penal water rate 


As at the end of the revenue year 1991-97, 
the arrears of water rate, maintenance cess and penal 
water rate in respect of water used for agricultural 
PUrPOsSes amounted to Rs.149.88 crores, Details of 
OPENING balance, demand, collection and OSalance for the 
TeVeENUe years from 1987-88 toa 1991-927 as per the 
departmental records are given belows 
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Revenue Opening Demand Tatal Coliect- Closing Percentage 
Year balance. during demand on balance of collect- 
the during lon ta 
year che total 
year demand 
{ In ftakhs cf rupees ) 

1987-88 WR EMC 2212.46 876.24 3088.80 906.57 2182.2 25 

Penal WR w* 2617.59 Webs OR 5737259 1.40 | $236.19 
1988-89 = WR OG MC 2182.23 910.25 3092.48 1054.97 . 2037551 34 

Penal WR 9256.19 910.12 6146.31 271.33 5674.96 8 
1989-90 WAR MC 2037.51 1480.96 3518.47 1244.13 2274.34 35 

Penal Wh 0874.98 © 205427979 19 12.72 7556.47 Q 
(990-93 WR OR MC 2274.54 = 1496.09 3770.43 1457.76. (izes 3 

Penal WA 7916.47 = 2966.63 10877.10 38.29 10836.81 0 
1$91-92  WRO& MC 2512.67 “VZ57oioodiuene 1121.80 2448.62 AS! 

Penal WA 10B36.8) a hey ag os IM! 12.99 — 12569.04 i 

Percentage of collection te total demand in 

respect of water rate ant maintenance cess ranged 
between 27 and 39 and percentage af caollectian of penal 
water rate ranged between O and 4 during the last five 


Years indicating lack of efforts by the department to 
enforce provisions of the Acts/Riles. 


The yearwise Greak-up of arrears pending 
cOllection was mat available with the deperitment. The 
arrears of penal water rate had been mounting year 


and the collection as compared toa the total 


Meagre. 


after 
demand 


Year 
had been 


Var Lous 
levy of penal water 
Ware examines by a Group 
and Revenue Departments 
given by Ehese officers, 
arrears of penai water 
factars, Buc hy aS, ip 
cropping pattern, ‘(i1} absence of 
regulate water supply to each survey 


relating to booking of 

fate and its recovery efc., 
of officers of the Irrigation 
in ten LF . As prer Ehe note 
tha poor rate of collection of 
rate hail attributed 

GiFfficuities im enforcing 
control devices to 
number depending 


aspects 


rate, 


hean to 


on cropping pattern, Fh 5 social and political 
pressures not ta enforce Cropping pattern, Civ) 
political assurances not to collect penal water rate, 


of 
rate etc. 


(v} law and order problems arising on enforcement 


cropping pattern and recovery of penal water 
Pt a hs y J es % } | | 4 ; ‘ j rayy if“ ¢ & f 
#4 Pana, WRo:« Penal Water Rat 


The suggestions made by this group included, 
inter oafia, propotcals to 43) waive penal water rate 
booked upto ist November t?@6 subyect to certain 
canditions and (iL? Levy normal water rate for the crop 
grown and waive penal water rate Levied for violation 


of cropping pattern. No decision was taken on these 
suggestions. 


In January 1992, the Revenue Department in 
the State Government, while fising the target for 
collection of land revenue, water rate and other duas 
as 30 per cent of arrears outstanding a5 on ist July 


199i and 100 per cent of current demand arising duririgy 
the “revenue year I99i-92) indicated “thew taroet far 
collection of penal water rate as — -tnil? wich 


indicated that government had not chalked out any 
pragramme to collect penal water rate. 


(6) failure to raise demands for water rate. 


Under the Marnataka Irrigation Act, 1965, and 
the Rules framed thereunder, um respect nF any 
irrigation work, the Irrigation Officer is required toa 
notify the time for Letting out water for Irrigation, 
the period of supply, the quantity of supply, the areas 
fo be supplied at different times as also the kinds of 
crops to be grown on lands under such Irrigation work 
and the period of sowing such kinds of mrops. In 
respect of each crop or revenue Year, as the case may 
be, an officer each of the Revenue Department and 
Irrigation Department yointly inspect and prepare 
statement of SuUrYeBY Numbers to which water was 
supplied, made available or used for irrigation and the 
Crops raised thereon. On the basis of this statement, 
the Irrigation Officer Prepares 4 statement of water 
rate payable by each landholder and Sepue 1% to the 
Tahsildar concerned for collection. 


Ge 3 Government in their order dated 4th flay L987, 
transferred al} Minor arrigstion works having an 
atchkat* of less than 200 hectares, esxciudina Lift 
irrigation schames and Ganga Kalyana Schemes which were 
under the control of the. Miner Irrigation Department, 
fo the control of the respective Zilla Parishads. 


In the order dated ist October i?esB 
#PProving increase in water rate with etfect from ist 
January 1989, Government Nad, inter alia, provided that 
NQ water rate be Levied in respect of irrigation works 
Naving irrigable area upto 100 acres. However, in view 
OT objections/suggestions regarding the revision of 
a ecrenoccntee ening ee ee 


* atchkat’ means CoMMaid areas 


water rate received from several ryots, organisations 
and others, Government as per a circular dated let 
March 1990 held the above order in abeyance and advised 
all concerned that water rate be levied only as per the 
Provisions of the previous orders dated 24th July 1985 
and 4th November 1987 till a final decision was taken 
and new notification amending the Karnataka Irrigation 
(Levy of Water Rates)? Rules, 1965 was published in the 
Karnataka Gazette. 


It was, however, abserved that in S Zilla 


Parishad Engineering Divisions (NHangalore, Udupi, 
Karwar, Raichur and Belgaum), the demand statements for 
water rate relating fo irrigation works haying 


irrigable area upto 100 acres for the years 1967-86 to 
1991-92 were not prepared and sent to the Tahsildars 
for collection an the plea that no water rate was 
leviable in these cases. This was not in order 4s the 
Government order of Sist October 1988 in the matter was 
held in abeyance vide Circular dated ist March 1996. 


In 7 other Zilla Parishad Engineering 
Divisions, (Mysore, Mandya, Krishnarajanagar, Bijapur, 
Dharwad, Tumkur and Hassan), demand statements far 
water rate relating to minor irrigation works having 
atchkats of less than 200 hectares, transferred to the 
control of Zilia Parishads as per the Government order 
of 6th May 1987, were not prepared and sent to the 
Tahsildars for collection. 


OMLiSSions to raise demands of water rate in 
the above cases resulted in non-realisation of revenue 
of Rs.2%.74 lakhs in respect of an atchkat of 4.09 Lakh 
hectares, at the lowest rate of Rs.@ per acre leviable 
for manurial crops. 


ARS, In two taluks (Mandya and Narasipural, though 
water from irrigation works was made available to the 
entire area covered by certain canals/distributaries 
for Khariff crops in 1990 and 1991, no demand for water 
rate was raised in respect of a total area of 
20,774 acres resulting in non-realisation of revenue 
amounting to Rs.7.27 lakhs at the rate of Rs.55 per 
acre applicable for paddy crops usually grown an these 
areas. 


elias Some other instances of omission to raise 
demands for water rate by the Revenue Department 
noticed in audit are imdicated below: 
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QS}, Name of taluk - Berjad Amount of water rate Remarks 


No. fand district) not raised 
(In lakhs of rupees) 


see sneenen at arene et tr rete trt ott ee enrr crs 
sneneveten va eheeve ‘seer nessenpenesenins HORE: HAL OeOTeFEN Re Crh sNemenennnnenn se 


i Siddapura 1989-90) 1.95 Demand statements not 
(Uttara to received from the 
Kannada) 1991-92 Irrigation Officer 

2. Sirsi 1984-87 477 Revised demand state- 
(Uttara ta ments after rectifying 
Kannada} 1991-92 the defects not 


received from the 
irrigation Officer 


3 Udupi 1989-90 0.81 Demand statement not 
(Dakshina and received from the 
Kannada) 1990-91 Irrigation Officer 

4 — Shahapur 1989-9) 4.08 
(Gulbarga) to -do- 

1991-92 
Total | 
tivo Under the Karnataka irrigation (Levy of Water 


Rates) Rules, 1965, if water 1s surplied from any Lift 
irrigation work owned and maintained by Government, 
Water rate is leviable at thrice thea normal rate where 
Water iS supplied for rowing sugarcane ar paddy crap 
and at twice the normal rate where water is supplied 
for growing other <rops. 


In one taluk in Uttara Kannada district, 
aeons, Statemerits Of water rate amounting to 
Ra.14.32 lakhs for water supplied from lift irrigation 
works for 2 total area of 1994 acres of land between 
1987-88 and 1991-92, received fram the Irrigation 
Department were not taken to demand in the Demand 
Collectian anG Balance Statement resulting in noee 
realisation of revenue amounting to Rs.1.32 Lakhs. 


(cd) Grant of inadmissible exemption 


Accarding to Government notificati 
oh 1984, where water is supplied, eee aveit cues 
Pertee cca. ee any land which had not been 
ice te. joe before Coming aunto force of the 
ek. paves uly 1965, no water rate shall be levied 

Lest = five years from the date water is 


dale made available or used for irrigation of such 
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In one Irrigation Division (No.4 
Ghataprabhat, water for irrigation purpose was first 
let out during 1985-86 and, as such, water rate was 
leviable for water made available from 1990-91 onwards. 
It was, however, noticed that no water rate was levied 
for 1513 hectares of land for Rabi crop of 1990-91 on 
the ground that no water was released for Habi crop of 
LYE ees This was not in order as the period of first 
five years provided in the Government notification 
expired in i9697-90. The grant of tnadmissible exemption 
in the above case resulted in loss of revenue amounting 
to @s5.75,417. | 


(d} Non-levy, short levy and non—-booking of penal 
water rate 


Under the Karnataka Irrigation Act, 1965, and 
the Rules made thereunder, the Irrigation Officer 15 
required to notify the kinds of crops fo be grown on 
Lands to which water is supplied from irrigation works 
and the period of sowing such trops. According to 
Government notification dated 24th July 1985, for 
violation of the prescribed cropping pattern and far 
unauthoriced use of water, penal water rate 1s leviable 
at 10 times and 15 times the normal water rate, 
respectively. 


C14 It was observed that though sugarcane and 
paddy were strictly prohibited to be grown inf specified 
seasons during 1987-88 to 1991-92, in three faluks 
(Hanjangud, Mudhoal and Marasipura)d, the said crops were 
grawn over a total area of 22,487 acres during these 
years and the Irrigation Officers Levied only normal 
water rate and not the penal water rate for violation 
of cropping pattern. This resulted in non-levy oaf 
penal water cate amaunting ta Rs.9°7.78 lakhs. 


Sey, The [Irrigation Officer of 3a sub-division 
(Ho.4 Canal Sub-division, Sasuvehalli), Levied penal 
water rate for violation of cropping pattern and for 
unauthorised use of water in a total area of 17,212 
acres during the period 1987-BB and 1788-89 at 3 times 
and 10 times the normal water rate instead of at LO 
times and 15 times a3 aforesaid resulting in short—levy 
of penal water rate amounting to Rs.28.59 lakhs. 


C£i1) Demand statements of penal water rate in 
respect of 4 talubks (Gangavathi, Krishnaragnagar , 
Bellary and Malavalli), for the period 1988-89 to 
1991-92 received from the Irrigation Officers between 
August 1989 and October 1992 were not booked and 
collected (January and February 1993) by the Tahsildars 
concerned resulting in non-collection of penal water 
rate to the tune of Rs.419.86 lakhs. 


Te 


Water rate for non-agricultural purposes 


Under the Karnataka Irrigation {Levy of 
Betferment Contribution and Water Rate? Act, 1957 and 
the Rules made thereunder, water rate for water used 
far non-agricultural purposes, such aS domestic 
purpose, aiuindustrial purpose etc., is determined and 
collected directly by the Irrigation Department. The 
rates in these cases depend on the quantity and purpose 
and are Rs.i50 and Rs.70O0 per one MCFT of water used 
for domestic purpose and rsdustrial Purpose, 
respectively. 


tad) Supply of water to the Hubli-Dharwad 
Municipal Corporation 


AS per the scheme sanctioned in Government 
order dated 20th February i980, water for drinking 
purposes required by the Hubli-Dharwad Municipal 
Corporatian is being drawn from the Malaprabha 
Reservoir by the Karnataka Urban Water Supply and 
Drainage Board since 1983-84. No agreement laying down 
terms and conditions of supply of water, payment of 
wafer rate etc., has been executed by the Corporation 
Or By the Board. 


The Corporation, the sole beneficiary af the 
water WOrks , Ls collecting water charges From 
consumers. However, demand for water rate on the 
quantity of water drawn by the Corporation for the 
period from 1963-84 to 1968-8? amounting toa 
Rs.5.65 Lakhs raised by the Irrigation Department in 
March 1990 thas not been paid by the Corporation. The 
Board also stated (February 19933 that it was acting as 
an agent of the Corporation and was hence not 
responsible for remitting the water rate. 


Further, no assessment af the water rate 
leviable for the period 1989-90 to L°91-F2 has been 
made by the department so far (April 19935). 


{b>} Other cases of Omissions/delays in collection 
Of water rate 


= 
ae Ome other important cases of 
11Ss5 sf ays j S 
1ons/delays in collection of water rate in respect 


of Wateap dr 
: ; a Meta Pr Amiri for Non ae rica § 
indicated below: g ‘itural purposes are 
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Water rate 


aa F Remarks 

No. Institution which drawn pending collection 
drawing Period Raoun f 
water . (In lakhs 

of rupees) 

1. Karnataka Kristina 1764-85 11.65 Issues, such as fixing a device 
Power ; river to for measuring water, reckoning 
Corporation 1971-72 the water, if any, returned to 
(for Raichur the river etc., remain — 
Thermal Power unresolved 
Station) 

2. Sugar 
factories 

{1} Pandavapura Visweswariah 1989 0.44 
Canal to 
1992 
(1i} Hiriyur Vanivilas 1972-73 2.62 
Canal to 
1986-87 

3. Mysore Bhadra 1979-80 48.97 Ho agreement as regards terms 
Paper river to and conditions of supply of 
Milis 1991-92 water, payment of water rate, 
itd , efc., has been executed by 

the company. 

4, Mandya Krishnaraja~ 1986-87 1.83 
National sagar Right to 
Paper Mills Bank Canal 1991-92 
Ltd. 

a Shimoga Bhadra October 0.08 Demand for water rate for 
Milk ¢ Reservoir- 1975 to subsequent period not raised. 
Dairy Left Bank August 

Canal 170 

b. 12 Tom Various 1976-77 102.64 
Municipal Sources to 
Councils/ 1991-92 
City 
Corporations pos ee 

Total 168.43 
C. Lack of co-ordination between Irrigation 


Department and Revenue Department 


In view of the unsatisfactory operation of 


disah control and Lach; of co-ordination between 
Irrigation and Revenue Departments, while considering 


paragraphs 6.5 and 6.2 respectively of the Reports 
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Receipts? oF ‘the Comptroller and Auditor 


(Reavenue 
General of India for the years 1983-84 and 1984-85, the 


Committee on Public Accounts (1588-89), in paragraph 1 
of its thairty-eighth Report had recommended fhat the 
functions relating to assessment of demands and their 
collection be entrusted to one agency namely the 


Irrigation Department. This recommendation has rot 
been implemented soa far. {ack of co-ordination SHetween 
the two departments continues. Some instances are 


indicated below: 


(a3 & comparative study of the records in the 
Irrigation and Revenue Departments in one district 
(Raichur? revealed that though the total demands of 
water rate of the Irrigation Department as per their 
demand statements for the period 1987-88 to 1791-92 
amounted to Rs.i725.19 Lakhs, the demands actually 
booked by the Revenue Department worked out to only 
Rs. 1005.55 Jakhs indicating short booking of demands 
amounting to Rs.231.454 Lakhs oy Revenue Department. 


(6) In one taluk in another district (Dharwad), 
the demand statements for the years 1987-88, 19R8-as, 
1990-91 and LFSi-Ge amounting to As.2.62 lakhs sent by 
the Irrigation Department were returned by the revenue 
authorities stating that the demands couid mot be 
raised against the landholders for colilection as the 
JOint inspections as reoguired under the rule were not 
conducted. No further action was faken in the matter. 


This resulted in non-realisation of revenue amounting 
to Rs.2.62 lakhs. 


fe:) Demand statements of water rate in respect of 
4 taluks (kKrishnarajanagar, Hunsur, Krishnmarajgaupet and 
Biligi) for the period {990-91 and 1991-723 received 
fram the Irrigation Officers between February if9i and 
October i992 were not booked and collected by the 
concerned revenue authorities (January i993 to March 


1995} resulting in non-collection of water rate to the 
tune of Rs.37.89 Lakhs. 


(d) Under the rules, the Irrigation Officer is 
required to prepare the statement of water rate payable 
By each landholder immediately after the joint 


inspection and forward LB to the Tahsildar for 
collection. 


| It was, however, seen that in one taluk 
eee ok) ithe demand statements relating to 2 crops 
Bice. © involving water rate and penal water rate 
oan eile to Rs.7.90 lakhs and one crop of ‘L?Y9O-91 
ie MQ water rate of Rs.0.90 lakh was received from 
rrigation Officer only on t&th March 1995. 


> ~~ Fe amecicag 5 ae ee eT = a PP ee ee a — ee winds ee 5 le 
er We Stes ee te ee ae en) ee ae a fe ee en ee = 
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The inardinaté delay ain the receipt of demand 
Btatements resulted im accumulation of aTTears and 
postponement of cotlection of revenue to the tune of 
Rs.8.80 lakhs. 


D. Improper maintenance of records 


(#3) A review of the Demand Coilection and Balance 
statements (DCB statements) im the taluk offices 
revealed that demands af water rate were reduced 
without indicating any authority for doing soa in the 
instences noted below: 


Rides In one fa lash {Kopoaid, Hew Gs 74 lakhs 
relating tse normal water rate and ARs.151.665 lakhs 
relating to penal water rate were reduced in the DCH 
statements during the period i967-88 to 1989-90 without 
recording any reasons for such reductions. 


is [In Hospet taluk, the opening balance in the 
DCE statement for if69-90 in respect of normai water 
rate was increased and the same in respect of penal 
water rate was reduced by Fs. 2.73 iskhs and Rs.14.86 
lakhs respectively resulting in net reduction af 
RAs.11.93 lakhs in the demand, in order that the 
balances agreed with the Deputy Commissioner's figures. 


(pie) im Maiavalli taluk, penal water rate for the 
period 1987-88 and 1988-89 amounting fa RAs.2S lakhs was 
taken in the DCB statement in February 1990 and the 
same was deducted from the statement subsequently while 
arriving at the opening balance for July 1991 without 
indicating any reasons therefor. 


(ob) In respect of water supplied for non- 
agricultural purposes, no consalidated record detailing 
the water rate due, recovered and outstanding is 
maintained by the Irrigation Department. No system or 
procedure exists for monitoring the levy and collection 
of these dues at the apex level. The Government stated 
(June 1993) that the details were available at the 
Executive Engineers level and that a compilation of 
the same for the State as a whole was mot available. 


The sbove points were brought to the notice 
of the departmental officers concerned, between January 
199% and April 1993 and reported to Government in June 
199% and followed up by reminders; their replies have 
not been received (December 19795}. 


9&4 


a Non-Llevy or short levy of maintenance Cess 


Under the Karnataka Irrigation Act, 1965, an 
annual maintenance cess af Rs.4 per acre of land in the 
area benefited by any aurrigation work maintained by 
Government is to be lavied. However, where water is 
not made available for the use of any Land for a period 
af not less than 2 consecutive years, maintenance cess 
is not Lleviable in respect of such Land during the said 
period. Further, as per the Karnataka Irrigation 
Rules, 1965, the Tahsilidar concerned is the authority 
responsible for determining and levying the maintenance 


a 


In 2 taluks falling in the 2? districts of 
Uttara Kannada and Raichur, in respect of eat Lakh 
acres of Land benefited by irrigation works maintained 
by Government , maintenance cess amounting to 
Rs.16.94 Lakhs as detailed in the table below was 
either not levied or Levied short for the years between 
1986-87 and 1991-92: 
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Name of the Areas of Year Non-Leyy/ 


No. faluk (Cand Land shart levy 
district? benefited (In Lakhs 
{In acres) Of rupees} 
a Siddapura 2 F004 1986-87 8 ire 
{Uttara toa 
Kannada) ne a oa 
es Manvi £22,066 1987-85 Los 
(Raichur) to 
i Mend Sr decd 
Total fy ety ee 16.94 
These cases were pointed mt to the 


department between March 1992 and August i997 and were 
reported to Government between June L792 and September 
1992 tollowed up by reminders; their replies have not 
been received (December 19933. 


&.4. Non-recaovery or shart recovery af conversion 
fine 


Under the Karnataka Land Revenue Act, L7&4 
and the rules framed thereunder, wheq any Land assessed 
oh a) for the purpose of agriculture is permitted ta 
7€ use for any purpose unconnected with agriculture, 
Conversian fine is leaviable at -the rate Prescribed on 
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the basis of the area of the Land, purpase for which it 
is used and the place in which the Land is situated. 
Further, when any land assessed or held for the purpose 
Of agriculture has been diverted or used for any other 
purpose without the permission of the Deputy 
Commissioner, conversion fine at the prescribed 
compounded rate is lLeviable. 


OR In a taluk in Bidar district, based on 
applications received in January 1990, permission for 
conversion of 8 acres of agricultural land for the 
purpose of locating a kKhandasari Sugar Factory was 
granted in March 1999, Verification report of the 
Tahsildar (February 1990), however, indicated that the: 
land was actually being used for manufacture af 
Khandasari Sugar for the past several years without 
‘obtaining the necessary permission and, as such, 
conversion fine at compounded rate of As.1.20 per 
square foot amounting to Rs.4.18 Lakhs was recoverable 
aS against conversion fine at the normal rate of t2 
paise per square foot amounting to Rs.41,817 actually 
recovered. This resulted in short recovery of 
conversion fine of Rs.3.76 Lakhs. 


This was pointed out to the department in 
August 1992 and was reported to Government in November 
i992 followed up by reminders; their replies have not 
been received (December 1995). 


Ci} In a taluk in Raichur district, in 6 cases, 
though agricultural land admeasuring 3,933,547 square 
feet was used for residential purposes wi Chout 
obtaining prior permission, conversion fine at 
compounded rate amounting ta Rs.94,403 leviable as 
aforesaid (between 1988-89 and 1990-91} was not Levied. 


On this being pointed out in audit (March 
1992), the Tahsildar stated that necessary recovery 
would be made from the parties concerned. Further 
report has not been received (December 1993). 


The case was reported to Government in June 
1992 followed up by reminders; their reply has not 
been received (December 1993). 
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CHAPTER 7 


OTHER TAX RECEIPTS 


A. STAMP DUTY AND REGISTRATION FEES 


rome Results of audit 


@ 

Test check of documents registered in the 
offices of the Registrars and Sub-Registrars conducted 
in, audit during the year 1992-92, ° disctiosed under- 
assessments of stamp duty and registration fees 
amounting to Rs.84.19 Lakhs in 137 cases, which broadly 
fall under the following categories: 
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Numi e r Amount 
of (In lakhs 
cases of rupees) 
1. Incorrect grant of 
exemption 46 SA 2rB 
bik Short levy/non-levy of 
stamp duty and 
registration fee &F 19.60 
ie Other irregularities = oh. 4) 


Total t37 B4.19 


a0 sercebees: envemecnons eneoengeans tueeees rinesnet saeseasesen seen renererenenpeens oe mee Ane ns nares Heeten onsen nant eeeeen Ones et! .s-t8«E mAOENOEOR SeE ES Se OUEES EEE FOE PRESEN mest t bate 


During the course of the year 1992-93, the 
concerned depariment accepted under-assessments, 
failure to raise demands etc., of Rs.t4.87 Lakhs 
involved in 38 cases which had been pointed aout in 
audit ain earlier years. A few illustrative cases 
involving Rs.21.81 lakhs are given in the following 
paragraphs. 


Fe Incorrect grant of exemption 


é Under the Karnataka Stamp Act, SS gs SED tw 
state Government may, by rule or order published in the 
official Gazette reduce or remit, whether praspectively 
25 retrospectively, in the whole or any part of the 
State of Karnataka, Lf in the opinion of the State 
Government if is necessary in oublic interest so to do, 
the duties with which any particular ckass of 
instruments when executed by or in favour of an 

Particular class of persons, or by or in favour of ae 
members of such classes are chargeable. A notification 
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Seaued Dy the Government in November 1986 provided for 
exemption from payment of stamp duty and registration 
fee of the instruments to be executed by the Karnataha 
State Co-operative Housing Federation {KK SCHF), 
Bangalore in favour of the Life Insurance Corporation 
Of India (LIC? creating a floating charge on the 
present and future properties/assets of the Federation 
pertaining ta loans that were Likely to be drawn by the 
Federation from the said Corporation to the extent of 
Rs.5 crores every year. Government clarified (May 
19789) that the above notification applied to the 
financial year (i.e., from ist April to Jist March). 


In a sub-registry office in Bangalore city, 
two documents enecuted by the ESCHF in favour of the 
LIC in April 1987 and March 1988 for loans of Rs.4 
crores and Rs.3 crores respectively were registered 
without realising stamp duty and registration fee. As 
the two loans amounting to Rs.? crores were drawn in 
the same -financial year (1987-868) and exceeded the 
prescribed limit of Rs.5 crores specified in ‘the 
aforesaid notification, stamp duty and registration fee 
on the loan of Rs.27 crores, amounting to Rs.14 lLlaths 
were required to be Levied and collected. 


Qn this being pointed owt in audif (September 
1986), the department initiated proceedings (March 
1991) to recover the amount due. No further progress 
has been made (November 1993}. 


The case was reported to Government in 
November i988 followed up by reminders; their final 
reply has not been received (December 1993). 


Fada Short levy of stamp duty and registration 
fee on lease deed 


Under the Karnataka Stamp Act, 197597, the 
consideration affecting the charqeability of any 
instrument with duty shall be fully and truly set forth 
therein. In the case of instruments relating to 
immoveable property, the instrument shall set forth the 
annual Land revenue, the annual rental or gross assets, 
the local rates, municipal or other taxes, if any, to 
which such property may be subject, and any other 
particulars which may be prescribed. 


In case of lease, where the lease purports to 
be for a term exceeding 20 years but not exceeding SO 
years, stamp duty is leviable at the rate applicable to 
conveyance on the market value equal to 3 times the 
amount or value of the average annual rent reserved. 
Also, where the lease is granted for money advanced in 
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addition to rent reserved, the amount of advance also 
is to be added to the market value. 


In Government order dated 22nd August 1791, 
sanction was accorded for leasing of land measuring 
150° x 300° belonging to a temple in Hangalore city in 
favour of an Educational Trust for a period of 30 years 
for the purpose of construction of a general hospital 
subject to payment of goodwill of Rs.30 lakhs and 
payment of lease rent of Rs.12,000 per annum with 5 per 
cent increase every year during the subsistence of the 
lease. As per the terms and conditions af lease 
stipulated in the Government order, the lessee was 
required to pay the goodwill of Rs.30 Lakhs by way of 
demand draft in favour of the temple and also pay one 
year's lease rent in advance of the date of execution 
of the lease agreement. The Commissioner for Religious 
and Charitable Endowments was required to incorporate 
all the terms and conditions of the lease in the lease 
deed to be executed by him in favour of the Trust. 


It was observed in audit (October 1997) that 
the lease deed in respect of the above lease, 
registered in the Sub-registry Office, Basavanaqudi in 
Bangalore city during 1991-92 did not incorporate the 
conditions regarding payment af goodwill of Rs.=zO Lakhs 
and payment of one year’s lease rent in advance. These 
omissions and incorrect calculation of average annual 
rent resulted in short Levy of stamp duty and 
registration fee amounting toa Rs.3.41 Lakhs. 


THis Was pointed out to the department in 
October 1992 and was reported to Government in January 
1995S followed up by reminders; their replies have not 
been received (December 1993). 


7.4. Short levy due to incorrect classification 
of instruments 


Under the Karnataka Stamp Act, | Be be 
conveyance includes a conveyance on sale and every 
instrument by which property whether moveable or 
immoveable is transferred intervivos and which is not 
otherwise specifically provided for by the schedule and 
mortgage deed includes every instrument whereby for the 
Purpose of Securing money advanced or to be advanced by 
Way of loan, or an existing or future debt or the 
performance of an engagement, one person transfers, oar 
creates to or in favour of another, a right over or in 
respect of specified property and shall be chargeable 


fo duty and fee a the 
a oa 1 i = 
is rates applicable to conveyance 
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(a) Lf a sub-registry office irs Bangalore 
district, three documents in respect of transfer of 
immoveable properties for which full consideration of 
Rs.5.75 Lakhs was received by the sellers and the 
Properties transferred to the purchaser and taken 
possession of by him, were registered in 1969-90 
treating them as “agreements for sale” instead of a5 
conveyance resulting in short levy of stamp duty 
amounting to Rs.74,720. 


This was pointed out to the department in 
April 1990 and was reported to Government in May i9?O 
followed up by reminders; their replies have not been 
received (December 19793). 


(b} In a sub-registry office in Bidar district, 
two instruments mortgaging immoveable properties for 
securing loans amounting to As.3.95 Lakhs from a bank 
were registered in March 1989 as ‘power of attorney’ 
instead of as mortgage deeds resulting in stamp duty 
and registration fee being levied short by Rs.55,096. 


THiS was pointed out to the department in 
January 1990 and was reported to Government in March 
1990 followed up by reminders; their replies have not 
been received (December 1993}. 


Lez Under the Karnataka Stamp Act, (93/4. 8n 
instrument of partition means any instrument whereby 
co-owners of any property divide or agree to divide 
such property in severalty. Hence there can be 
partition only among co-owners of property. 


In the Sub-registry Office, Jayanagar int 
Bangalore city, 2 document was registered in April L991 
as partition deed by a husband and wife of their self- 
acquired property worth Rs.9 lakhs, distributing Lt 
among them and their two sons and ane daughter and it 
was assessed to duty as a partition deed. As the 
property belonged to the husband and wife and as their 
children were not co-owners, the document was rightly 
classifiable as settlement and assessable fo duty as 
such. The incorrect classification resulted in short 
levy of stamp duty and registratign fee amounting to 
Rs. 40,500. 


This was pointed out to the department in 
August 1992 and was reported to Government in January 
1993 followed up by reminders; their replies have noob. 


been received (December 1995). PA HEA > 
fy aw oo pon ~ onlin, ~ oO . 
“7 ay a 

AS / Teinkee ~ * \ 


fo) We ul and s 
ig Of at 
KO LAO +f ( nc fs j 


ey Pat 


Ghort Levy due to incorrect determination of 
consideratian 


7.35. 


(a} Linder the Karnataka Stamp Act, i, 
conveyance includes 3a conveyance on sale and every 
instrument by which property, whether moveable or 
immoveable is transferred. 


In the Sub-registry Qffice, Yadqir in 
Gulbarga district, as per a sale deed registered during 
1989-90, the moveable and immoveable properties 
comprising land, building and plant and machinery were 
transferred for a consideration of Rs.é6é.07 Lakhs. Bus 
stamp duty and registration fee were Levied aenily an 
Rs.l.37 lakhs representing the value of tland and 
building and the balance consideration of Rse.4.70 Lakhs 
in respect of plant and machinery was not assessed to 
duty and fee. THES incorrect determination af 
consideration in the sale deed resulted in short levy 
of stamp duty and registration fee amounting ta 
Rs.51, 100. 


Dn this being pointed out in audit (February 
1992}, the department stated (December 19933 that order 


for recovering the amount has been Passed and that the 
progress of recovery would be intimated. 


The case was reported to Government in July 


Braz: their reply has not been received (December 
Ey vo) s 
(b) Under the Karnataka Stamp Act, i957, where a 


lease of a mine is granted by or on behalf of the 
Government in which royalty is received in lieu of 
rent, stamp duty is leviable on the estimated royalty. 
Further, where the lease purports to be for a term 
exceeding 10 years but not exceeding 20 years, stamp 
duty is leviable as for conveyance for a market value 


equal to twice the amount or value of the average 
annual rent reserved. 


. In a sub-registry office in Bellary district, 
im the case of a mining lease deed for a term of 20 
years registered in January 1992, stamp duty and 
registration fee were collected on the anticipated 
royalty (Rs.4,09,200) instead of an teice the amouncaee 
anticipated royalty. This resulted in short collection 


of stamp dut 2 i 
ist 
Rs.49, 540, A g ration fee amounting to 


4 THiS was pointed out to the department in 
ebruary 1993 and was reported to Government in April 
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1993 followed up by reminders; their replies have not 
been received (December [{793). 


7.6. Irregular grant of remission/reductian 


| AS per the orders issued by Government from 
time to time, stamp duty 15 remitted on instruments 
executed by small and marginal farmers, as defined by 
National Bank for Agricultural and Rural Development 
(NABARD} for Loans advanced up to As.15,000, while a 
reduction of 50 per cent in stamp duty was allowed up 
to Bist March 1991 for consideration beyond As.15,000. 
Government also prescribed that for avai ing. the 
remission/reduction, a certificate from the credit 
agency concerned in the prescribed form regarding the 
etatus of the loanee (f.e., Ssmall/marginal farmer) was 
to be enclosed to the agreement for acceptance by the 
Registering Authority. 


In the Sub-reqgistry Office, Chikkodi in 
Belgaum district, in respect of : BPs documents, 
remission/reduction of stamp duty, as aforesaid was 
aliowed during 1SFaQ-Fi without insisting on the 
prescribed certificates regarding the status of the 
loanees and in one case where remission of stamp duty 
was allowed, the certificate was nat acceptable as the 
party was not actually 42 small/marginal farmer and. in 
yet another case though the certificate was produced, 
stamp duty at the reduced rate of 30 per cent was not 
levied on the loan amount in excess of Rs.15, 000. “This 
rasulted in non-levy and short levy of stamp duty 
amounting to Rs.66,676. 


This was pointed out to the department in 
November 1992 and was reported to Government in 
February 19973 followed up by reminders; their replies 
have not been received (December 1993). 


Tala Non-LlLevy of fine 


Under the Registration Act, 19708, a document 
other than a will is required fo be presented for 
registration within 4 months from the date of its 
execution, failing which fine 45 prescribed under the 
Karnataka Registration Rules, 1965, 15 leviable for the 
delay involved. 


In a sub-registry office in Bangalore South, 
in the case of 4 documents presented for registration 
in 1991-92, though there were delays ranging between be 
days and 2 months, after the expiration of the time 
allowed under the Act, the’ documents were registered 
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without levying fine for the delays involved. This 
resulted in non-levy of fine amounting to Rs.71,720. 


This was pointed out to the department in 
December 19892 and was reported to Government in July 
1993 followed up by reminders; their replies have not 
been received (December 1995). 


B. ENTRY TAX 
tj 3 Results of audit 


Test check of records in Entry Tax Offices, 
conducted in audit during the year 1992-93, disclosed 
under assessments of tax amounting to Rs.8 lakhs in 26 
cases, which broadly fall under the following 
categories: 


cescecesvessuseumeeseepesen se perseneoprencoas asec: beneresstteesbes', <teeeeherete eteeen en Geewents $0 Sbee:s t9PtOhONat OeseNN mentetHI SEER SEN! OENQEAERES SEUERS#) ++ =nGReTet LORRGERSGOO TCERIERRETEN HOPT4S+=SETRIERCERED #9 POSLERS CORE SORTS SOLEOFEOTE RARE EN UPL LESERIULEES OPEN HY TSOEES Ee LEUEICTRISLUELSNINTT CTEPOLOTSES ERD 


Number Amoun € 
af (In lakhs 
_cases of rupees) 
Ls Incorrect grant of 
exemption A ZosO 
2. Application of incorrect 
rate of tax is Let 
3. Other irregularities os: re Bra 


Total 2& B.00 


Sete nett een ent en ceee nen ot oneeee Sen ee ae teen woes sesees ee: 


During the course of the year 1992-93, the 
concerned department accepted under—-assessments, 
failure to raise demands etc., of Rs.0.73 Lakh involved 
in 4 cases which had been pointed out in audit in 
earlier years. A tew illustrative cases involving 
Rs.4.38 lakhs are given in the following paragraphs. 


ir Non-levy and short Levy of entry tax 


Under the Karnataka Tax on Entry of Goods 

Into Local Areas for Consumption, Use or Sale Therein 

pene AG?S, on the entry of goods of the following 

escription into local area, tax was leviable at the 
rates moted against each: 
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AE ERENT E ERNE AOE MET EE OE: eh FeR ENT et ap en eb ene Reta SERSU EN E-s) BS mr DREoe RAR” eaeyenenomn, emmoees toe 
tape an ame wnavenen: a hemnee nek te een eRtene nese enny me mn wnt en men ete ne ret ee 


Sl. Description of goods Rate of Effective 
No. tax period 
(re pene caer eam 
1. Coal and coke 1 From ist 
(excluding charcoal? per cent April 19763 
tO 20F0 


October i364 


ae Industrial gases 2 From ist 
(other than LPG) per cent April t9ea2 

to 3th 
April 1992 

iis Industrial machinery 2 From iLst 
and parts and access— per cent April 1982 

ories thereof fo 30th 
April itvy2 

4. Packing materials 1 From Lot 
per cent April 19782 

to 31st 
farch 1987 

S. Sugar other than sugar 2 From Lst 


candy, confectionery per cent April 1962 
and the Like 


Further, no assessment for any year shali be 
made after a period of three years from the date on 
which return for that year is submitted by 2a dealer. 


(a} In Gulbarga district, an assessee purchased 
and brought into local area, coal, industrial gases, 
industrial machinery and packing materials amounting to 
Rs.78.91 lakhs during the years 1982-83 to 1784-685 an 
which entry tax at the aforesaid rates was leviable. 
Though full particulars were made available by the 
assessee, the assessments were not finalised by the 
assessing authority within the prescribed time limit of 
three years, resulting in non-levy of tax and resultant 
loss of revenue amounting to Rs.1.%6 lakhs. 


This was pointed out to the department in 
November 1992 and was reported to Government in May 
199% followed up by reminders; their replies have not 
been received (December 1995). 


(b} In Mysore city, while finalising the 
assessments (November 1991) of a co-operative wholesale 
store for the assessment years {co-operative years} 
1981-82 and 1982-83, entry tax on the purchase turnover 


A-G-16 
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amounting to Rs.80.05 Lakhs. of sugar relating toa the 
pericd tot April 17eS7 co; Gist March L9BS, was Levied af 
the rate of 1 per cent instead of at the correct rate 
of © per cent. This resuited in the tax being levied 
short “by Rs.@0,050. 


THiS was pointed aut ta the department in 
February i993 and was reported to Government iin July 
{994 followed up by reminders; their replies have not’ 
been received (December i995). 


Cc} Under the karnataka Tax Gn Entry of Goods 
Into Local Areas For Consumption, Use Or Sale Therein 
Act, i979, on the entry of gnods (specified in the 
Schedule to the Act? into local area for consumption. 
use or sale therein, fax af specified rates was 
leviable. 


The Comms ssioner of Commercial Taxes 
Clarified in June 198? that on electrical goods used as 
raw materials, entry fax 16 oayable. 


In the cases mentioned in the ta 


Gle below, 
the taxable turnover ecco EO entry of goods inta 
local area was incorrectly determined resulting in non- 
levy/short levy of tax aggregating As.1.B81 Lakhs 


(Amount in lakhs of rupees) 


COC. RC eee SO eee re 
No. city/ goods of tax levy/ 
district As appli- Short 
deter- Actual Escaped cable  ievy 
mined {Perce- of 
ntage) tax 
=a eo A ee 


trenees ee ssences 900 aan SRPRGONE DHEA DENTEEINY 14 00h HOLD EON HeShE AO rnLomseged ines) 04), HATA OLOLERENONOGER* OO! Peeet pesos beregeees set me deri bined ohte hGltesenarenescends. seeanecege sen cnecceuenes” beveneeee ennee seurerene O9 oreraeeees eemenares 


i. Bangalore All raw materials, 1987-88 
city component parts and to = 27.03 29.05 2 0.58 
other inputs used {989-90 
in the manufacture 
at an intermediate 
ar finished product 


2. ~do- -do- 1985-84 23.84 37.89 14.05 i 
1986-87 7.00 14.38 7.38 } 
and 
1967-88 41.28 44.67 = 3.39 2 0.33 


Industrial machinery 


and parts and 1985-84 7.49 2.49 2 
accessories thereof 


eer Pr eH MH 
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3. Bangalore ALL raw materials, 


district component parts and : 
other inputs used 1958-69 Fe2h || 30.08) 22075 2 0.46 
in the manufacture 
of an intermediate 
or finished product 
4. Belgaum 1989-90 | 
dietrict Beedies and 145.17 147.05 24.88 2 0.44 
1990-9 
Total 1.81 
On these being pointed out in audit (between 
May iS and February 993}, the department stated 


(August 1993) that the assessment had been revised ain 
moe case ia? oe He. i} and fhereugan tHe aasesged 
prererred an appeal before tha departmental appellate 
astnarifty. Further report in respect of this case and 
raplies in respect of the remaininy cases Nave not bean 


received (December 1993). 


ihe cases WA re reported bi Government 
(between January L795 and June 1993) followed up by 
reminders; fheirc reply faa not been received (December 
Ne fn Pe 


7210, Non-levy of nenaity 


Under the Karnataka Tax on Entry of Goods 
Into Local Areas For Consumption, Use or Sale Therein 
Act, 1979 and the Rules made ‘thereunder, if an assessee 
fails to pay the tax demanded from him within 21 days 
from the date of service of the demand notice, he shail 
pay penalty equal to one per cent of the amount of tax 
remaining unpaid for each month for the first three 
months after the expiry of the time prescribed and at 
two and one half per cent of such amount for each month 
subsequent to the first three months, sa long as the 
defauif continues. 


No penalty was imposed on payment of ta» 
amounting to As.43,281 for the years if8O-81, 1984-85 
and 1985-86 by an assessee in Bangalore city and 
Rs.78,896 for the years 1987-88, 1988-89 and 19B9-90 by 
another assessee in Bangalore district after delays 
ranging from 1 year and 5S months to 3 years and 4 


months, though penalty of Rs.70,494 was leviable. 
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These were pointed out to the department in 
March i993 and May 1993 and were reported to Government 
in June 1995 and July i993 followed up by reminders; 
their replies have not been received (December 199%). 
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CHAPTER 8 


NON-TAX RECEIPTS 


FOREST RECEIPTS 


2S Results of audit 


Test check of accounts of the Forest 
Department, conducted in audit during the year 1992-93 
disclosed non-recovery and short recovery of forest 
receipts amounting to Rs.1141.03 lakhs in 7t cases 
which broadly fall under the following categories: 


Nee ert eceee ay tee eR RR evens 88 LAE, Ore HBEH Ose Sraberenttereem ey ieraneas aurensnowen re 908m EE eree rrr ereete treet einer Tes tr eT tact tet eareet sere t ret reeet eeetie ett tintin tere ttteetiete tereern 


Number Amount 
oft {In lakhs 
cases of rupees) 
1. Non-recovery of royalty 14 447.19 
2. _ Short ceearrectiiron of 
lease amount w4 Cit tated v 
3. WNon-recovery or short 
recovery af fees 14 19.01 
4. WNon-recovery or short 
recovery of taxes Fe 14.2 
5. Other vrrequiarities is 393.05 


Total 7a) Li4L.¢3 


af « seeseseaseoser pases ssevereteereese- se rtieeeen anne 1PESLs eure POsenes yeni seer- sueen rer erasbusen ene sen ners vecensseces iensatenspy=sees!eee-tnneseresenan ropseanes obese ters teenetinge wes ereeuenees “Peete apaee geen veers SeEwee 


During the course of the year 1992-93, the 


concerned department accepted under-assessments, 
failure to raise demands etc., of Rs.1151.08 Lakhs 
invalved in 68 cases which had been pointed out in 


audit ain earlier years. % few illustrative cases and 
the results of a review on ‘working of timber coupes 
and timber depots” involving Rs.427.75 lakhs are given 
in the following paragraphs. 


G.Z« Working of timber coupes and timber depots 


sak « Introduction 


The working of the Forest Department 35 
governed by the provisions in the Karnataka Forest Act, 
1963, the karnataka Forest Rules,1769, the Karnataka 
Forest Manual, the Karnataka Forest Code, the Karnataka 
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Forest Account Unocde and instructions issued by tne 
Government and the head ef the denartment from time €o 
fime. 


Timber coupes are worked an accordance with 
the Working fleans and the produce 1s GrSsposed at 
through the timber depots By auction sales, retail 
saleqg and releases against specific allotment by 
Government and the -Prineipel Chief Conservatar of 
Forests. 


Bi.2.24. Urgqanisational set-up 


fhe Principal Chief Conservator of Forests 1 
fhe head af the department. At present, the Principa 
thiret Conservator of Forests is assisted by 4 Cnief 
Conservators of Forests ants one Aridstional Chiat 
Conservator of Forests. 


The department is divided ints F circles (7 
ferciterital and 2? others) each headed By # Conservator 
Gt Forests. Out. Of othe ~ 7. terrreeteeee irc es 
comsisting of 33 divisions, 4 circies {Kenara, Kodagu, 
Mysore and Shimoga) having FC divisians were Maral y 
engaged in the production of timber. 42 fimber depots 
headed by Assistant Conservaters at Forests or Range 
Forest Officers were attached to these divisions. 
Besides, there are 4% WOrk ing plan divisions, each 
headed by a Deputy Conservator of Forests, responsible 
for preparation of working glans. : 


6.2.58. Scope of audit 


A test check of the records of & divisions 
and 9 depots attached to them in Kanara, Kodagu, Mysore 
and Shimoga circles relating to the period from 1997-88 
fo 1991-92 was conducted during January 1993 to April 
1993, with a view to ascertaining the efficiency of thea 


ote Of the timber coupes and timber depots in the 
ake, 


8.2.4. Highlights 


(i) Disposal of timber and firewood in auction 
Sales below the average rates in 3S depots in April 
1769, May 1990 and November and December 1991 resulted 
in loss of revenue of Rs.8@.63 Lakhs. 


(Paragraph 8.2.8) 


Lit 


ite Auction sales of teak poles at less than the 
Se€igniorage rates in 9 depots between November 1986 and 
January 1992 resulted in loss of revenue of Rs.31.07 
Lakhs. 

{Paragraph 8.2.9) 


Seri) Failure to adopt common selling rate for 
rosewocd logs sold ta a company during 1987-9i resulted 
in loss of ARs.18.78 Lakhs. 

(Paragraph 8.7.13) 


Civ} 10G5 on account of nonm-recovery of selection 
charges in caspeck of timber sold i 7 depots during 
1987-91 amounted toa Asa.td.47 Lakhs. 

(Paragraph 6.2.14) 


Cv) Failure of a company to remove the rosewood 
logs selected by it from 5S depots curing August and 
September 3991 resulted in locking up of revenue of 
Rs.49.53 Jakhs besides causing deterioration af the 


material. 
(Paragraph 6.2.15) 


(vib Delay in remittance of demand drafts 
(Rs.584.06 iakhs) and call-depusit receipts (Rs.339.87 
lakhs} relating to the period between April 1987 and 
December i791 by @ depots ranged between 25 days and 
1139 days. In one depot, cali-deposit receipts worth 
Rs.-46.77 lakhs shown 85 remitted to treasury in 
November iI989 were actually remitted only on LSth 


January 1793. =a 
(Paragraph 8.2.19) 


Biot and « Production trends and revenue cantribution 


Sale of timber and firewood from the depots 
constitutes the major so0aurce of revenue to the 
department, as given in the tadle to Lites 3 
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ae ene eres asaa enone ne neuee de ceyeweresen yt are nesen nn teeaanen Og neTaaet at 


see aornnne on 


Production ot Total revenue Revenue realised 


Year . 
mann n mene nen ne nnn receipts of from sale of 
Timber Firewood the department timber and 
firewood from 
cepots 
(Cu.m} (Cu.m) (In crores of rupees} 
1987-B8 149259 42170? 57.51 42,44 
1988-87 94913 401294 46.40 34.89 
1989-90 97409 407982 31.57 39.13 
1990-9) 74540 12715 38.18 42.08 
1991-92 70971 315988 61.67 44.67 
8.2.4. Arrears in the preparation of working plans 


Under the rules, timber coupes are to be 
worked as per the prescriptions in the working pians 
approved by the Government which normally cover 2 
period of 10 to 3O years. In the absence of working 
plan, working scheme for a Locality has to be prepared. 
im. COUT the 20 divisions mainly engaged in the 
production of timber, working plans are available far 
1i divisions, working plans for 7 divisions are in the 
process of compilation and tor the remaining 2 
divisions working plans are yet to be drawn up. 


Of the & divisions covered in test check, S 
divisions did not have approved working plans or 
Working schemes. The working plan of Shimoga division 
expired in i950 and a plan drawn up for the period 
1982-22 to 1991-92 was not approved by the Government. 
ic the case af Haliyal division, no working plan exists 
iN respect of high forest blocks [ to IX and XX. For 
Karwar division, no working plan has been drawn up 
after the working plan of Karwar and Honnavar divisions 


expired in 9G No approved working schemes were 
available and the coupes were worked on ad hoc basis by 
all the 3% divisions. This resulted in unplanned 


exploitation of forest resources. 
Si 2.7 « Short delivery of firewood 


ee | Under the Karnataka Forest Rules, t949, all 
: erirals prepared in a contract area are required to 
a transported to the forest depot under pass issued by 
e& department As per the conditi | 
s ons of Io 
ae aces a contractor is required to transom eee 
materials from the contract area ta the depot and duly 
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4 Pe x. 2 VILE OF materials not 
delivea Teo shat i De recoversp fis from th ®. contractor 
market rates. 


In be ed gs es 3 ee ee < 
fe’ rag ay , tre Pe eeoats SLUT SLT , HKalhetta and 
-EVWGeRL#, tt was noticed (April i993 and September 
© te r 3 - - z ; 4 1 ‘ 
ivVS) that ont of SO1L.522 cubic metres of firewood 


Shown to have been transported as per passes Tron 
Soupes tO fEhe depots between August i967 and May 1991, 
53 DG ae as a b fir ban 3.3 ae th e, es , Feo4 a 
Only 2538.109 cubic metres of firewood was finally 
‘ted’ ee a 2. . > " _ ——_ * ate - - i 4 4 
SCCounted for in the depots atter Shachineag, ingicating 
short delivery of 473.413 cubic metres Valued at 
AS bei Paks « No action was, however, taken by the 
Sivisions to recover the loss from the contractors 
(september L995: 


pa Pa ioss of revenue due to dasposal of timber and 
firewood below the average rate 


he rule for fixing upset price which is 
meant as a guide to the sale-conducting officer for 
deciding the saie af forest produce Orevides that upset 
price He cCaeiculated besed on the average sale orice 
realised im thre three preceding Bai 8S. The Conservator 
Qf Foresis, kanara circle had aiso pointed out April 

iy ifs?) that the upset prices fixed by the 
degoot officers had no relationship with 3% years average 
rates and anstructed them to ensure that upset prices 
were nearer toa the 3 years average rates. 


acrutiny of the unset prices sanctioned for 
the auction sales held in April {989, Way L990, 
November 1959) and December Lf?! in = depots of Kanara 
circle disciosed that in a large number of 
UpDSer prices fixed were leas than the averaqe 3 ‘ 
a ee aoe Ae ae In 248 cases inciuded in the shove 
auction sales, the rates secursd were less ¢ 
average re. resulting in loss to the tune of As.8.65 
Lakhs. 


8.2.7. Loss due to disposal of teak poles at less 
than the seigniorage rate 


Teak poles are classified into 6 categories: 
la, 1b, ifa, 11b, Ila and ILib, based on their length 
and girth at the butt-end. The sepigniorage rates 
(value of poles excluding working cost) fired by the 
Principal Chief Conservator of Forests for these 
categories of poles with effect from ist April i988 
were Rs.214.50, Ro.171.60), Rs. 161.70, Rs .64.55, 
Ro.64.35 and Rs.55 respectively. The upset prices 
fixed for 11 auction sales held between November 1968 
and January 1992 in? depots did not cover even the 


AG-IF 
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seignioragée value of the poles, Sale of 435,503 poles 
of various categories in 9 depots in the above auction 
sales at less than the seigniorage rates resulted in 
loss of revenue af Rs.31.07 Lakhs. 


@.2.10. Violation of sale canditions and consequent 
loss in the disposal of defaulters® material 


The conditrons of auction sale of timber 
tstipulate, anter alia, payment of one-fourth valua of 
the purchase money anciusive of Barnest money deposit 
in addition to other statutory fares on the full 
purchase Money oy the purchaser rramedintely 3h 
conclusion of the sate and payment af the balance 
Within siw cH#iendar months (within & calendar manths 
From ist June i994) 3fter the closure oft the sale or 
before removal of the material, whichever ics earlier. 
Fairlure to pay the dues and remove the lots a5 sbove 
Will resulf in the lof or lots being resold at fhe risk 
and cost of the purchaser who shall be liable fo make 
good any 1l0S5 arising out of such resale. The bass 
sustained shall be recoverable alongwith anterest on 
the balance purchase maney dG arrears of Land revenue 
under section [09 of the Karnatake Forest Act, 91 36.- 
Goverament reiterated thie ahbaye imetrucet 3 
February {979 and September 1982. 


in 


i In 230 cases involved in sales conducted 
between January 11984 and December if?1L an F deere. 
sales were confirmed by the Deputy Conservators af 

StS after collecting only Rs.8.63 Lakhs as against 
RS.i4.8f takhs due on the dates of «zie. The Soe 
Was collected belatediy; the delay ranged from 7? days 


Ciid Scrutiny of records relating to resale oe 
defaulters Jots disclosed loss of &s.4.15 lakhs in 4 
depots from September 1 Re to hata 1997). The 
department reported (March £993) that in = cases 
Involving Rs.?.59 Lakhs, certificates for recovery af 
Government dues were issued (February 1971) to the 
revenue authorities cancerned to recover the PR hp Se 


Sr Pears oF “tanm revenue. Irn respect of the remaining 
Cases, the detarlis ct action taken hava nat Ean 


received (May 19943. 


G.2.11. Loss of revenue due to delay in Fixing 
Seigniorage rate 


tt, rt =. & ¢ 

lout 7 ‘= tg oS _ A =) 
Ber ee oF Forests is empowered it feu as 
"’golorage rate for timber, firewood, etc. By oan 


Order issued on 2rd May L988, the Principal Chief 
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Conservator of Forests enhanced retrospectively from 
ist April 1988 the Seigniorage rate for various hands 
of timber, firewood, etc. However, in 3 depots in 
Kanara Circie, SEa.OLF cubic metres cf Cimber, 4,551 
Cubic metres of firewood for industrial purpAses and 
1,740 cubic metres of firewood for domestic purposes 
were sold between. ist April 1988 and 30th June 1988 at 
the pre-revised rates. Belated approval of rates hy 
Government and -delayed communication of the rates by 
the department to the depots resulted in loss of 
revenue of ARs.2.44 Lakhs inclusive of taxes. 


ata Lee Revenue foregone due to fixation of different 
selling rates 


From ist July 1969, the department fixed a 
lower selling rate for firewood meant for domestic 
cansumption to be sold to the Karnataka State Forest 
Industries Corporation by adopting a lead of SO kms for 
working out the transportation cost as compared to the 
selling rate fixed fer sales to other SomLiefties, 
hostels, efc. by adopting a lead of 160 kms. When the 
disposal of firewood in a depot is from a common pool, 
there was no justification for adopting different 
leads. in respect of 5,620 cubic metres of firewood 
sOld in two depots of Kanara Circle during 1989-92, the 
revenue foregone due to fixing of Lower selling rate 
for sales ta the above Corporation amounted to Rs.1.97 
bakhs which canetituted indirect subsidy to the 
Carporation. 


5 a ioss of revenue due to non-fixation of common 
selling rates 


Diese §19646-07 to 2991-S2,. the Karnataka 
State Veeners Limited was abiotted rosewood and piywood 


timber from various depots in different circles in the 
State by the Principai Chief Conservator of Forests 
sub yect to approval by the Government. While olywood 
Cimber was sold at the common rates sanctioned from 
fime to kime for the State, rosewood was sold at the 
Highest rate optained in the auctron sale for each 


class of timber in the respective circles. It was 
Mpbserved in audit that fixing circle-wise rate Was 
disaadvantageous fa «6ltthe Government as iithe rates 


fixed for same class and cateqory varied widely from 

ircie tO cree, fii) the company was allowed to 
select good logs and the left out logs were auctioned 
and the cate fixed represented the fhighest rate secured 
for such Left out logs and (iiit umlike other binds of 
timoer, vaiue of rosewood is based more on Ehe quality 
and grains than on length and girth. im tact, in one 
of the divisions in Kanara circle, when the logs 
selected by the company were auctioned during September 
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bS9t t5 asgess the real value, time rates quoted were 
uch Higher than the upsel prices fixed. 


4 z , Sat 2 ay Centon Rat ete es a Sp ae fee an 
The department stated (September L993) that 


circle-wise rates were fined as the quality af rosewond 


Varied from ea rcl pe tesa ee. Te Ae aa a rr fe 
teneble as 32 common schedule mf rete far release of 
rosewood on retati sale has heen Ting: Uy rhe 
department from ist April i932 based on class and not 
- m7 sad 


on area. Further, in the case of other Kinds of timber 
also, unaform schedule ot rates for the State as 32 


wnoOlLe® iS LM vague 


Non-fixang of common seliing rate resulted in 


(= 
loss of revenue of Fis. 18.78 lakhs to Sovernmemt ir 
aspect of LL3.425 cubie metres of rosewood sald to the 
comprany Sarirng 1S) -GS" peer - FL ot Pom Soe - in 
Kanara’ Circie and one deogkt each in Kocagu and Mysore 


cCircies 


8.2.14-2 Non-recovery of selection charges 
During rhe period 19767 -ee to I9So-Fi, 
rosewood and other kinds of timber valued at Fa.iid. 39 


Lakis were solid on Selection basis to the Karnetska 
State Veneers Limited, fhe Karnataka Stete Forest 
Industries Corporation and other: wiGgustries and pubiic 
from 7 depots of Banard, Shimoga, Mysore and kod agu 
fircles tor which re PLOVEry OF celection mharges at 10 
per cent of their values was required ta be effected, 
The depots did not, Nowever, recover selection Charges 
on a Large umber of logs sold te = companies and 
Private parties on the ground that either Futh bots or 
/) \Pereeent- of tha steeke were selected Vhy . the 
Purchasers without i Sturbing the lets oar stacks in 
t 


WHIiCh cases selection charges were NO PeCUVeTr aoe a5 
per the circular instructions (June i961 and January 
1986) of the Chief Conservator Of Forests But the 


ry 
relevant records test cher ked in respect of 
the depots dia net indicate that ali the toc 
by the Purchasers were either full tots OF Foe ner oent 
Of the stacks and that they were al iowes 
lags Only after the loks were property 
lotted in the depots a5 st 
AOn-recavary 


ee 
eT 
a 


MS seject the 

Y WREAaSured ane 
tpulated. LOSs On account of 
of selection (charges in theese cases 


amounted to Rao lizlay LgkhbSs inmnclusiva of bawes,. 


. <)> : 4 
ee By tps 5 Locking up of revenue due ta non-removal of 


reserved matertral 


| x In July ryt the CEE tment ey th the 
appraval ort bovernment i June EFF LL? aliotted from 


Kanara, Kodagu, Shimoga, Belgaum aricf My sOre “CD Vere on 
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CUDIC metres of rosewood ta Che Marnatakts Stare 
Limited for foe 


or 


sine! 


4 a8 
uF } g Tapa Goer bow GIF shed mes 4. 
PySOL-FS gS reouested by the 
p 


yee 
aonpanmy at a 
MBdNy af the expe ti mg Circle-wise rates plus 10 


td 
ae 
eee iy 
H 
= 
* 
aad 


Pe Ae Seer ee SiS apr 3 ine ss P 
One a its a) ate i eS eee ening: sane’ tog 
‘ A ] “ zi -y Stes “S * i mee ee We el ae Aes Seis doar ert 3 

: « 2 | 4 1 aa | t: Liye 2 LTE 5 % a | aa ee ae i 4 

i 


et Cl) fs ey ee ee i ee ee 
Mover rei Tit SECUPrItyY hagmes + WAS, Nowe ye 


frre COMB any select ve 
e OMRES AM lp Selected e& ros ewicorsd Lous 
Me Baur ey ee ie eee tiie ~ ‘eters > - ae 
3 IOG 3 SOO Ua metres fron 4S Qepoks of Kanar 
o xe ed risen : “ cot ehigieent % thes ie (Pe NG ae 
SEP SEE CUPING RUGIEE 19S) and September 1991 Mise tailed 
La wes Bo rine yr jt 2 Were tie 2 = ‘ 
oO par EAS amount as stipulated ang to remove the 
material. wien | 
deoartment an aor Pare fhe oc ar 
oo ci £m Apr y Ae SAG Company reoresented to 
pavernment (aprileteo2s) that the rakee were on the nigh 


chy as ay ae Bel ee canoe eile! we aeaae : : ; 
CHENG 8 rah as a oil Od SACL ores ny Thre 


Side, Un the advice of Government May 1987s to take 
Suitable action in the spate OS a a eee 
Bee | A eae RAL Car, ie Cepartinent revised 
7 ' + ye ee s fs eae 1 ; A / os - 

ana yaxned (March 1993 2 unitorm selling rate for the 
[ re i Yas - aye ee a P ea a ve et . 
sUpP-y OF resewood bo je company Chroaughout the Stete. 


: BET Ag a oe at .. Ge gas s 5 a ne tt ; a = i! oe ras 5 t 
Hinis ey ar oe campany has oot removed the materiani so 
tar et cmies Leo 5). 


Thus. Feservarng and retaining the yabugbie 
maferigl in the depots without specific tima bamat ane 
absenie of penal provision for default in payment and 
SS hake resulted in lacking up at Government revenues of 

Meoee. es lakhs. The material had been Lying in the 
Gepolis exposed to deterioration from September Me gr a 


The department stated (September 1995) thar 
Propose! nad been submitted to Government to cancel the 
aiiotment and the Conservator af Forests, fanara circie 
Aad been instructed ta disnose af the material in the 


Ly oa -_ = pons % 
Ae? 46ccLrosm sate 


eis 1th. Stock Accounts ~ Naon-receipt of consolidated 
returns 


AS per the provisions an the BRarnataca Forest 


ACcwunt Lode, every Deoot Officer shali maintain 4 


regisfer of receipts, disposals and balance of timber 
and other forest produce received in his depot in the 


rescribed form and shall furnish tne sane to the 
Peouty Conservator of Forests O6efore 20th of the 
following month. The Deputy Conservator of Forests 15 
required a) rurnisah a cansolidated etucn of tne 
GBivision to the Conservator of Forests at the end of 
eaach manth, ijt was observed (January i993) trom the 
records of the Caonservator of P oeee. Mysore circle, 
foal consqglidated reaturns from 19BO-BL onwards had not 
been received from a HAVvIsions (Aysore and 
Chamarajanagar) and tnose froin eens f from one 
mivilGeion (heotieqgaid. be | fhe aD Sem e > thie 
consolidated returns, shoartages, if any, could not bea 
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ascertained hy thye Consaeprvatar Ff Forests i a 
reference to the ground balances certified by tne 
officers nominated by Kham anrusily for physicai check 


of stock in the 4 depots under these 3 divisians. 


= gerry @ ae Shortages noticed during physical 
verification of stock 


According to the karnataka Forest Account 
fe, stock taking of timber if the depots shall be 
nducted annually for the period pa 2 SOthH Seotember 
each year by the Deputy Conservator of Forests or any 

the 


Oo 


roefficer authorised by tne Conservatar of Forests, 
who shall submit the stock taking report tra the 
Ceanservaftor. Oracrepancies and eee if Bre 
found in stock taking are required to be inv tigated 
promptly and surtabie acftien taken. 


In 4% desots (Kojlegal,~ Yereyaii3 and Gikora 


as per the stock taking reports for the period ended 
40th September 991, 75 logs measuring eau cubic 
metres of timber, 17.418 cubic metres of billets, 27,001 


+ 
poles and 25,720 bpamboos were found short as compared 
fQ the book balance. 


The Conservator of Forests, Mysore Circle 
instructed (Movember i991) the Deputy Conservator oF 


Forests, Kolleoal Givisior, io investigate the 
shortages and ae 4 personal responsibility an the 
eoncerned staff and recover the ioss. However, tne 
pela ot shortages nad not Hearn assessed. Aor 

esponsibility fixed so far (September 1997). Further 


sea in respect of Alkola and VYerehalli depots has 
not been received so far (September L99Rs. 


8.2.18. Discrepancies in timber accounts 


| In the timber depot at Hunsur, the monthly 

eae 19 and closing bDalances in respect of rosewood Kad 

mg ¥ $3 oS oS rt % te oy ‘- a Pak 3 ‘tee ; B 

eee 1 Se Trom July i?8s. 352 resevuced lLags 

ee 9 IYS.19F cubic metres had been shown as 

disposed ¢ Gootember 1 99¢ ; = 
PHsed of in September 1990 as per the consolidated 


— | SH OS 
Sscoch CY OR Ot ay re Tiina : = | 3 i 5 iy 
account whereas ie register af disposals for 


th oui 


tnat month inoicate 
hash @ a" 


: 1sposal of only S todos meas Suring 

? “BS i. ae ed Le i Fs: ee + 
pr Re Ce Se The depot officer could aAok 
i He i {J A = a og ox gee page Keyes r 3 ; - at Soe 
evidence of disposal {way-perhm1a ts} for the 


rena ~ Prk he ; 

ie imi ty Chia anmtity ‘fw The PSCBESS eeoecowunti rg of S77 iegs 

— i ax Non te - . z ¥ 
disposals in the <LOoneaogiigated stock account of 


September Sc} Mee gai ; 
| : 190 reduced the O@hance which tallied with 


te peers found on the ground during stock taking, 
kn x ee vate rosewood indicated an excess of 720 

9 44.711 cubic metres, Thus, there was a 
met snartagea of So7 logs measuring 125.890" cubic metres 


| 
| 
| 
{ 
{ 
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See tres: #t0RS.6.55 lakhs at the rate appiicable to the 
Lowest quality of rosewood as per the schedule of rates 


etrecwive from July 1988. 


7 pe, < * . dias id 

ihe cepot officer stated (AG ieee en) th 
these would be rectified. However be 
have mot been investigated so far (september 199": 


2 

“t 

a i 

i) 

= a 
ber’ 

it 


BS. 22 a« Delay im remittance of money into treasury 


Pe TOndi Gee auic ticn - salsesptoebimber in 

@f G@ivisions, provide, anter slea,. for the osayment 

by the purchasers, of the moneys Soak ioe lie 

? le and the balance payable BubSeoUEMt iy, 

aah oor by means of demand drafts. Though 

aqgemand drafts are treated as cash, Maney does nok 

aT Prue Ec Bovermment unless rney are remitted f£ 

Hank /streasury snc Bae According to the financial 

riglea, gli moneys rece: 3°@ TaQgeLred £O be accounted 

for ain Government accounts and paid into the treasury 
mitnauwk undue oela 


Si 
; ey 
PD se 


— 


Po Uboo tee ee aceoO!6UtOl UR ia erons. in 
Kanara, Mysore and Kodggu circles, a totai amount of 
Re.723.95 lLakins redating fo suction sales of Eimber 
sandiucted beteeers April if87 and December i79t wa 
cQlilected an the form of demand drafts (4s.554.6 
lakna?) and call-deposit receipts (Hs.33%.67 
subsequently osxid inte Government accounk an i 
dates between May i987 and January if95 after delays 
fanging prod 23 days ta LLS7 days. 


Of the ebove, in the timber depot at Joida 
attached to Karwar division in Kanara Circle, out of a 
total amount of fs.54.65 Lakhs being one-fourth value 
fagether with statutory Eaxyes on full purchase money 
coliected during the auction sale held in November LY? 
and charged off ain the cash book a5 having been 
remitted to treasury in the same month, call-deposit 
receipts worth As.46.77 lakhs were actually remitted 
inte Govercnment account on {3th January L794 after a4 
delay of i137 days. Demand drafts worth Rs.7.8B8 lakhs 
had not been remitted into the treasury soa far 
(February L994). 


The irregularity did not come to notice of 
the division due to ineon-observance af the codal 
PrOvLSLions as under: 


(1) The demand drafts were meither entered in the 
Demand Draft Register nor their remittances into the 
treasury watched. 


20 


; eae ~~ e e  aey e & ; bev ge me vs ‘ ee ae ee “p mike anrnc r=, 
ag Sa Eo The THOT eee BM! as Pee Ce ok ea 2 PPL rEMIATLanc ete 
: ; ; Prag ; Ai te ane ayaa 

. > me i: He 1. ovee . wep -_ ’ wees xe t,t _ a aa a fa ra + "3 > oy tf % 
of demand dratts .1te. 7 tne eae made Se bs 2 A 
undetected ~& Ene Geoat mtrrear aig not 


poak remained 
re that valid challans were produced in resp: 
§ 


ensure 3 


oe 2s ae ten ; PA 2 ey m= “ > peg igi” ing Li ae $ . By 
the demand arafts/call daposi1ts charged att im ¢t 


Hook as remitted. 


; 


Ge Bey ine Divisional OFffrecer did aot reconcil 
maonthiy receipts as per the treasury schedule wt 
divisional schedule af remittances. 


im the timber depot at Kadra attached to 
Karwar division, sb tbe in: cf remsttane riko treasury 
a Pia Pived in 


aft te demand drafts vaiued at As.F.02 Lakhs rec 
April 1967 were not availabie (February 19 


The Deputy Conservator of Forests. arwar 

L i ‘teo (fuly F973 oto the Conserevuator of 
Forests thats iabl the call—-feposit receyots and demand 
nt uy Me fimber depot at 


Joida had Neen gat cevalidates anit remitted fo 
Treasury, that interest of As.276.31 Lakhs had been 
fqemnandard Pron the barb comcerned Tor belisated 
realis3atinan at Csil-deposit receipts and tnat 
disciplinary action had teen anitiated 39gainst the 


delinquent officiais concerned. 


Bites ee Nan-levy af taxes 


In respect of sales fram Gepots, the sale 
PRrIee inciudes working cost and supervision charges at 
iG per cent thereon besides SPIQNICrAges rake, tre 4 


depots in Kanara Circle, for timber and firewood sold 
tO 282 private company during the perinad 1987-88  anet 
1738-89, forest development tax and sales tax BMGUNE Lrg 
£9 re.1.46 lakhs and Rs.1.046- lakhs respectively were 
mor levied an WOrR IAG COsSt and supervision charges 


Bema s e Shert levy of forest development tax 


Tne rate of: taxteteg@ieble. for vee timber 
SUPPlied to industries was enhanced from § tno 12 per 
Cent on “the “amount of consitlerpation from ist April 


Ct — ~ a at 

Bards fe The Chief Conservator of Forests (GHererai), 

however, issued instructions im September LORS that tar 

On timber released ta the tarnataka Gtate Forest 


industries Corporation be collected 4a the old rate of 
S per cant Pending clarification by Government which 
NaS not bean issued 3Q far (April i993). The shore 
levy of tax on this account during 1987-91 amounted to 


Rs.2.74 lakhs in 6 depots (5 in Kanara ZHircle and {t in 
Shimoga circle} 


oS © 


ee ee w Non-recovery of income—tax 


According to Section 205 fC of the Income-tax 
Act, 1961, amended in April 1989 with retrospective 
evtect from: ist -sJune 1988, income-tax: at & per cent on 
the value Including faxes and surcharge at the 
Prescribed percentage was reguired to be recovered by 
the depot officers in respect of timber and firewood 
disposed of by Sale, unless the purchasers produced 
certificate for no-collection of tax at source issued 
Dy the Income-tax Officers concerned. 


In two depots (Jotda and Kadra} during 
iVHB-92, income-tax and surcharge amounting to Rs.4.94 
lakhs and Ra.G.41 lakh respectively were not recovered 
in 85 cases though there was no evidence to show that 
fhe prescribed certificates were received in these 
cases. 


Se yr ae Non-recovery of interest on belated payment 


According to orders of Government issued from 
Cime to time, interest at 9 per cent for the first 9O 
days and penal iriterest at 18 Per cent for default 
beyond 0 days are required to be Levied and collected 
on all revenue remaining unpaid. The final rates 
Payable by the Karnataha State Veneers Limited for the 
rosewood logs selected by them between 7th July 1987 
and 6th July i988 and 7th July 1988 and &th July i989 
were sanctioned by the Principal Chief Conservator of 
Forests in September iB. In Mundqod depot in Kanara 
circle, in respect of 36.392 cubic metres of rosemood 
released during September 1988, the division prepared 
the valuation statement for the differential value of 
Rse.2.25 lakhs in Juiy i990 and the company paid the 
mame if, July (3931, Interest and penal interest 
amounting to Rs.0.72 lakh calculated at the aforesaid 
rates from the date of sanction af the final rate to 
Che date af payment (30th July {9913 was not Levied and 
collected. 


The above points were reported to Government 
im July i935 followed up by reminders; their reply has 
not been received (December 17975). 


Aa-!8 
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Non-recovery of seigniarage rate, interest 
and penal interest. 7 


By ar order tSsued im February L764, 
Government accorded sanction for the recovery af 
arrears of seigniorage rate along with taxes therenan 
payable by certain industries for the forest ¥ Lies 
materials supplied during the period 23rd February 171 
to 278th June 1982 in five equal annual instaiments 
beginning trom the financial year 1985-86. Interest an 
the arrears was chargeable at the rate of 3 per cent 
during the period from 2rd February i¥et to Ltn 
January 1984 and at the rate of 10 per cent thereatter. 
Accordingly, the first instalment of arrears along with 
taxes and interest thereon was payable on or before 
Sist March 1984 (subsequently extended up to 30th June 
1986} and the remaining instalments on or before J1ist 
March each year from 1987 to i790. 


As per orders issued by Government from time 
to time in respect of revenue outstandings of the 
Forest Department in general, the rate of penal 
interest leviable was 18 per cent from 23rd September 
L9ES. 


In Madikeri and Mangalore divisions, arrears 
of seigniorage rate, taxes, interest and penal interest 
up to Sist March 1990 amounting to Rs. So0.80 lakhs due 
from 19 wood-based industries (1 public sector unat: 
Rs.32.72 lakhs and 18 private parties: Rs. S18.08 Laknds} 
im respect of supplies made between Sird February i?eti 
and 28th June 1982 were not recovered. 


On this being pointed out in audit (March 
1792 and May 1992), the departmenmnt statad (November 
1993) that proposals to file civil suits against the 
detauilting industries had been submitted to Government 
in 8 cases and were yet to be finalised in {0 cases and 
that the amount was being recovered from the security 
deposit in the remaining one case. Report regarding 
further progress has not been received (Gecember 1995) _ 


; The cases were reported toa Government in 
June-July i992 followed up by reminders; their reply 
has not been received (December L993). 


B.4. Loss of revenue due to short levy of forest 
development tax 


1963 : By an anendment to the Karnataka Forest Act, 
7S, Torest development tax on the value of specified 


En Ae a ee Oe 
ee 
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Aa forest produce sold FO certain specified 
industries was enhanced from & per cent toa 12 per cent 


with effect from ist April 1983. Cenex oil being wood 
Ol1l is a minor forest produce. 


In a forest division im Dakshina Kannada 
district, on supplies of cenex oil toa industries during 
the period fune iS85 to May 1990 amounting to As.4.41 
crores made by the Karnataka Forest DBevelopment 
Lorseration from the opubber Plantation held by Ane 
forest development fax was, however, recovered at the 
pre-revised rate of @ per cent instead of at the 
Cerrect rate af 12 per cent. This resulted in short 
recovery of fax amounting to Rs.17.44 Lakhs. 


THiS was pointed out to the department in 
July i992 and was reported to Government in April 1992 
followed up by reminders; their replies have not been 
received (December 17973). 


G25. Lass af revenue due to non-sale of minor 
forest produce 


Under othe Karnataka Forest Rules, 1949, 
forest produce shall be sold by (1) auction or tender 
or tender-cum-auction, {li?i sale at the sanctioned 
schedule of rates in depots, (111) sale by issue of 
licences at the sanctioned seigniorage rates or (Civ) 
any other method with the previous sanction af the 
Government. Under the rules aifid, the Divisional 
Forest Officer shall consider and decide each year, 
before the collection season begins, about the articies 
of minor forest produce to be ‘exploited end the 
localities, having regard to Ioceal conditions and past 
results and also about the arrangements to be made for 
their exploitation. The period of minor forest produce 
leases, ordinarily, shali not exceed three years 
commencing from ist July. The rules also provide for 
excluding specific areas and or produce, if any, 
reserved from sale. 


In Mangalore division, proposal for leasing 
the minor forest produce for the year 1991-92 in 
respect of two units in a range to a society at an 
upset price af Rs.55,000 was sent toa Government (July 
1991) for sanction. Neither the sanction af Government 
Was received nor the forest produce was extracted 
departmentally till the expiry of the lease period on 
30th June i992. This resulted in loss of revenue. 
amounting to RS.599,000. 


On this being pointed out in audit (April 
141992), the department stated (August 1993) that there 
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was no loss as non-collection of minor forest produce 
helped the natural regeneration and increased the 
fertility of the land which would yield higher revenue 
in the coming years. The Government Eo whom the case 
was reported (July 1992), endorsed the reply of the 
department (November 1995). 


The reply of the department is not tenable as 


nongextraction of minor forest produce was not the 
accepted method for helping natural regeneration and 
increasing fertility of the forest Land. 


6.6. Short recovery of cost of minor forest 
produce 


Under the Karnataka Forest Code, when minor 
forest produce is disposed of by tender-cum—-auction 
sale, the person whose bid or offer is accepted shall 
at the close of the auction, make a deposit equal to 35 
per cent of the bid amount inclusive of the earnest 
money deposit already paid together with sales tax at 
the rates in force. The balance 75 per cent of the bid 
amount due shall be paid by the contractor in three 
equal instalments as specified in the agreement to be 
executed by him during the lease period. [If the 
contractor fails to pay the instalments as per the 
agreement, the contract shall be suspended and the 
minor forest produce collected during the suspended 
period will be forfeited to Government. Even after 
suspension of contract, if the contractor does not pay 
the instalments due within one month, the contract will 
be cancelled and the minor forest Produce will be 
resold aft the risk and cost of the original contractor. 


in Chickmagalur division, though the minor 
forest produce in three units for the yearns LYB7-89 and 
LV@9-91 was sold in auction for a total amount of 
As.1.10 lakhs, it was noticed in audit (June 19933 that 


only As.55,400 had been collected resulting in non 
recovery of balance lease amount of As.04,437 and 
interest and Pengl unterest therecsn. In these cases, 


the department failed ste “take necessary action as 


Pee es and the period of lease expired in 1989 and 


ae age this being pointed out im audit (June 

3 = Gepartment reported (August 1993} that a sum 
of RS.15,000- had been recovered up to June 1963 and 
@Cfion had teen initiated for recovery of the balance 
as arrears of iand revenue. Report regarding further’ 
progress has not been received (December 1993). 
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The Government to whom the case was reported 


(August 1792), endorsed. tha reply of the department 
(November 1993). 


Gay Evasion of fees for wnay—permits 


Under the KMarnataha Forest Act, 1963, and the 
rules made thereunder, forest produce includes all 


products of mines or quarries found in or brought from 
@ forest. and no person shall transport or move any 


forest produce without way-permits issued by an 
authorised person on payment of a fee of Rs.5 for each . 
SuUGh=a spermit. As per clarification issued by the 


tepgartment in February 1990, 10 tonnes of minerals make 
a load for which a way-permit could be issued. 


In Bellary. oi1v1510Nn , during the period 
January if91 to December i991, a lessee had removed 
27,835,957 tonnes of iron ore without obtaining way- 
permits as aforesaid, resulting in non-realisation of 
fee amounting to Rs.15.92 lakhs. 


THiS was pointed out to the department -in 
August 1992 and was reported to Government in January 
L993 followed up by reminders; their replies have not 
been received (December 1993). 
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